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CHAPTER 10

INTEREST, PENALTY, EXCEPTIONS TO PENALTY, AND JEOPARDY ASSESSMENTS

[Prior to 12/17/86, Revenue Department[730]]
Rules 701—10.20(421) to 701—10.111(422A) are excerpted from 701—Chs 12, 30, 44, 46, 52, 58, 63, 81, 86, 88, 89, 104,11AB 1/23/9

701—10.1(421) Definitions As used in the rules contained herein, the following definitions apply
unless the context otherwise requires:

10.1(1) “Department” means the lowa department of revenue and finance.

10.1(2) “Director” means the director of the department or authorized representative.

10.1(3) “Taxes” means all taxes and charges arising under Title X of the lowa Code, which include
but are not limited to individual income, withholding, corporate income, franchise, sales, use, hotel/
motel,railroad fuel, equipment car, replacement tax, statewide property tax, motor vehicle fuel, inheri-
tance, estate and generation skipping transfer taxes and the environmental protection charge impose
upon petroleum diminution due and payable to the state of lowa.

701—10.2(421)Interest. Except where a different rate of interest is provided by Title X of the lowa
Code the rate of interest on interest-bearing taxes and interest-bearing refunds arising under Title X is
fixed for each calendar year by the director. In addition to any penalty computed, there shall be addec
interest aprovided by law from the original due date of the return. Any portion of the tax imposed by
statutewhich has been erroneously refunded and is recoverable by the department shall bear interest ¢
provided inlowa Code section 421.7, subsection 2, from the date of payment of the refund, considering
each fraction of a month as an entire month. Interest which is not judgment interest is not payable or
salesand use tax, local option tax, and hotel and motel tax refitesaan M. Brown v. Johnso248

lowa 1143, 82 N.W.2d 134 (1957A)nited Telephone Co. v. lowa DepartmeriRefenue365 N.W.2d

647 (lowa 1985). However, interest which is not judgment interest accrues on such refunds on or afte
January 11995, and is payable on sales and use tax, local option tax and hotel and motel tax refunds o
or after January 1, 1995.

10.2(1) Calendaryear 1982.The rate of interest upon all unpaid taxes which are due as of January
1, 1982, will be 17 percent per annum (1.4% per month). This interest rate will accrue on taxes which
were due and unpaid as of, or after, January 1, 1982. In addition, this interest rate will accrue on ta
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before, on,
after January 1, 1982. This interest rate of 17 percent per annum, whether for unpaid taxes or tax re
funds, will commence to accrue in 1982.

ExAMPLES:

1. The taxpayer, X corporation, owes corporate income taxes assessed to it for the year 1975. Th
assessment was made by the department in 1977. On January 1, 1982, that assessment had not b
paid. The rate of interest on the unpaid tax assessed has accrued at the rate of 9 percent per anni
(0.75% per month) through December 31, 1981. Commencing on January 1, 1982, the rate of interes
on the unpaid tax will thereafter accrue at the rate of 17 percent per annum for 1982 (1.4% per month)
If the tax liability is not paid in 1982, the rate of interest will then accrue in 1983 in accordance with the
rate fixed by the director as set forth in lowa Code section 421.7.

2. The taxpayer, Y, owes retail sales taxes assessed to it for the audit period January 1, 197¢
through December 31, 1982. The assessment is made on March 1, 1983. For the tax periods in whic
the tax became due prior to January 1, 1982, the interest rate on such unpaid sales taxes accrued &
percent per annum (0.75% per month). Commencing on January 1, 1982, the entire unpaid portion o
the tax assessed which was delinquent at that time will begin to accrue interest at the rate of 17 percel
per annum. Those portions of the tax assessed first becoming delinquent in 1982 will bear interest a
the rate of 17 percent per annum (1.4% per month). In the event that any portion of the tax assesse
remains unpaid on January 1, 1983, the rate of interest will then accrue in 1983 in accordance with the
rate fixedby the director as set forth in lowa Code section 421.7.
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3. The taxpayer, Z, files a refund claim for 1978 individual income taxes in March 1982. The
refundclaim is allowed in May 1982, and is paid. Z is entitled to receive interest at the rate of 9 percent
per annum (0.75% per month) upon the refunded tax accruing through December 31, 1981, and is en-
titled to interest at the rate of 17 percent per annum (1.4% per month) upon such tax from January 1,
1982, until the refund is paid.

4. As 1981 individual income tax liability becomes delinquent on May 1, 1982. A owes interest,
commencing oMay 1, 1982, at the rate of 17 percent per annum (1.4% per month). In the event that A
doesnot pay the liability in 1982, the rate of interest will then accrue in 1983 in accordance with the rate
fixed by the director as set forth in lowa Code section 421.7.

5. Decedent died December 1876. The inheritance tax was due 12 months after death, or De-
cemberl5, 1977. Prior to the due date, the estate was granted an extension of time, until September 1,
1978, to file the return and pay the tax due. The tax, however, was paid March 15, 1982. Interest ac-
crues orthe unpaid tax during the period of the extension of time (December 15, 1977, to September 1,
1978) at the rate of 6 percent per annum. Interest accrues on the delinquent tax from September 1,
1978, through December 31, 1981, at the rate of 8 percent per annum. Interest accrues on the delin-
guenttax from January 1, 1982, to the date of payment on March 15, 1982, at the rate of 17 percent per
annum.

6. B files a refund for sales taxes paid for the periods January 1, 1979, through December 31,
1982, in March 1983. The refund is allowed in May 1983. Since no interest is payable on sales tax
refunds, B is not entitled to any interesterman M. Brown Co. v. Johnsa248 lowa 1143 (1957).
However, interest accrues and is payable on and after January 1, 1995.

The examples set forth in these rules are not meant to be all-inclusive. In addition, other rules set
forth the precise circumstance when interest begins to accrue and whether interest accrues for each
month or fraction of a month or annually as provided by law. Interest accrues as provided by law, re-
gardless of whether the department has made a formal assessment of tax.

10.2(2) Calendaryear 1983 Therate of interest upon all unpaid taxes which are due as of January
1, 1983, will be 14 percent per annum (1.2% per month). This interest rate will accrue on taxes which
were due and unpaid as of, or after January 1, 1983. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or
after January 1, 1983. This interest rate of 14 percent per annum, whether for unpaid taxes or tax re-
funds, will commence to accrue in 1983.

10.2(3) Calendaryear 1984.The rate of interest upon all unpaid taxes which are due as of January
1, 1984, will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1984. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 11984. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1984.

10.2(4) Calendaryear 1985.The rate of interest upon all unpaid taxes which are due as of January
1, 1985, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which
are due and unpaid as of, or after, January 1, 1985. In addition, this interest rate will accrue on tax
refunds which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or
after January 1, 1985. This interest rate of 10 percent per annum, whether for unpaid taxes or tax re-
funds, will commence to accrue in 1985.
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10.2(5) Calendar year 1986The interest upon all unpaid taxes which are due as of January 1,
1986, will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1986. In addition, this interest rate will accrue on tax refund:
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or afte
January 11986. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1986.

10.2(6) Calendar year 1987 The interest upon all unpaid taxes which are due as of January 1,
1987, will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after January 1, 1987. In addition, this interest rate will accrue on tax refund:
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or afte
January 11987. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1987.

10.2(7) Calendar year 1988The interest upon all unpaid taxes which are due as of January 1,
1988, will be 8 percent per annum (0.7% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after January 1, 1988. In addition, this interest rate will accrue on tax refund:
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or afte
January 11988. This interest rate of 8 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1988.

10.2(8) Calendar year 1989The interest upon all unpaid taxes which are due as of January 1,
1989, will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after January 1, 1989. In addition, this interest rate will accrue on tax refund:
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or afte
January 11989. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1989.

10.2(9) Calendar year 1990The interest upon all unpaid taxes which are due as of January 1,
1990, will be 11 percent per annum (0.9% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after January 1, 1990. In addition, this interest rate will accrue on tax refund
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or afte
January 1, 1990. This interest rate of 11 percent per annum, whether for unpaid taxes or tax refunds
will commence to accrue in 1990.

10.2(10) Calendar year 1991 The interest upon all unpaid taxes which are due as of January 1,
1991,will be 12 percent per annum (1.0% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1991. In addition, this interest rate will accrue on tax refund:
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or afte
January 1, 1991. This interest rate of 12 percent per annum, whether for unpaid taxes or tax refund:s
will commence to accrue in 1991.

10.2(11) Calendar year 1992The interest upon all unpaid taxes which are due as of January 1,
1992,will be 11 percent per annum (0.9% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1992. In addition, this interest rate will accrue on tax refund:
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or afte
January 1, 1992. This interest rate of 11 percent per annum, whether for unpaid taxes or tax refunds
will commence to accrue in 1992.

10.2(12) Calendar year 1993The interest upon all unpaid taxes which are due as of January 1,
1993, will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1993. In addition, this interest rate will accrue on tax refund:
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or afte
January 11993. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1993.
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10.2(13) Calendar year 1994 The interest upon all unpaid taxes which are due as of January 1,
1994, will be 8 percent per annum (0.7% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1994. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 11994. This interest rate of 8 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1994.

10.2(14) Calendar year 1995The interest upon all unpaid taxes which are due as of January 1,
1995, will be 9 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1995. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 11995. This interest rate of 9 percent per annum, whether for unpaid taxes or tax refunds, will
commence to accrue in 1995.

10.2(15) Calendar year 1996 The interest upon all unpaid taxes which are due as of January 1,
1996, will be 11 percent per annum (0.9% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1996. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before, on, or after
January 1, 1996. This interest rate of 11 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1996.

10.2(16) Calendar year 1997The interest rate upon all unpaid taxes which are due as of January 1,
1997,will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1997. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before or after
January 1, 1997. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1997.

10.2(17) Calendar year 1998The interest rate upon all unpaid taxes which are due as of January 1,
1998, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1998. In addition, this interest rate will accrue on tax refunds
which by law accrue interest, regardless of whether the tax to be refunded is due before or after
January 1, 1998. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds,
will commence to accrue in 1998.

10.2(18) Calendar year 1999The interest rate upon all unpaid taxes which are due as of January 1,
1999, will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 1999. In addition, this interest rate will accrue on tax refunds
which bylaw accrue interest, regardless of whether the tax to be refunded is due before or after January
1, 1999. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds, will com-
mence to accrue in 1999.

10.2(19) Calendar year 2000The interest rate upon all unpaid taxes which are due as of January 1,
2000,will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2000. In addition, this interest rate will accrue on tax refunds
which bylaw accrue interest, regardless of whether the tax to be refunded is due before or after January
1, 2000. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds, will com-
mence to accrue in 2000.

10.2(20)Calendar year 2001 The interest rate upon all unpaid taxes which are due as of January 1,
2001, will be 11 percent per annum (0.9% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2001. In addition, this interest rate will accrue on tax refunds
which bylaw accrue interest, regardless of whether the tax to be refunded is due before or after January
1, 2001. This interest rate of 11 percent per annum, whether for unpaid taxes or tax refunds, will com-
mence to accrue in 2001.
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10.2(21) Calendaryear 2002. The interest rate upon all unpaid taxes which are due as of January 1,
2002,will be 10 percent per annum (0.8% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2002. In addition, this interest rate will accrue on tax refund:
which bylaw accrue interest, regardless of whether the tax to be refunded is due before or after Januar
1, 2002. This interest rate of 10 percent per annum, whether for unpaid taxes or tax refunds, will com
mence to accrue in 2002.

10.2(22) Calendaryear 2003.The interest rate upon all unpaid taxes which are due as of January 1,
2003, will be 7 percent per annum (0.6% per month). This interest rate will accrue on taxes which are
due and unpaid as of, or after, January 1, 2003. In addition, this interest will accrue on tax refunds
which bylaw accrue interest, regardless of whether the tax to be refunded is due before or after Januar
1, 2003. This interest rate of 7 percent per annum, whether for unpaid taxes or tax refunds, will com-
mence to accrue in 2003.

This rule is intended to implement lowa Code section 421.7.

701—10.3(422,450,452A)nterest on refunds. For those taxes on which interest accrues on refunds
under lowa Code sections 422.25(3), 422.28, 450.94, and 452A.65, interest shall accrue through th
month in which the refund is mailed to the taxpayer and no further interest will accrue unless the de-
partmentdid not use the most current address as shown on the latest return or refund claim filed with the
department.

This rule is intended to implement lowa Code sections 422.25(3), 422.28, 450.94 and 452A.65.

701—10.4(421)Frivolous return penalty. A $500 civil penalty is imposed on the return of a taxpay-

er that is considered to be a “frivolous return.” A “frivolous return” is: (1) A return which lacks suffi-
cient information from which the substantial correctness of the amount of tax liability can be deter-
mined or contains information that on its face indicates that the amount of tax shown is substantially
incorrect, or (2) a return which reflects a position of law which is frivolous or is intended to delay or
impede the administration of the tax laws of this state.

If the frivolous return penalty is applicable, the penalty will be imposed in addition to any other
penalty which has been assessed. If the frivolous return penalty is relevant, the penalty may be im
posed even under circumstances when it is determined that there is no tax liability on the return.

The frivolous return penalty is virtually identical to the penalty for frivolous income tax returns which
is authorized in Section 6702 of the Internal Revenue Code. The department will follow federal guide-
lines and court cases when determining whether or not the frivolous return penalty should be imposed

The frivolous return penalty may be imposed on all returns filed with the department and not just
individualincome tax returns. The penalty may be imposed on an amended return as well as an origina
return. The penalty may be imposed on each return filed with the department.

10.4(1) Nonexclusive examples of circumstances under which the frivolous return penalty may be
imposed.The following are examples of returns filed in circumstances under which the frivolous re-
turn penalty may be imposed:

a. Areturn claiming a deduction against income or a credit against tax liability which is clearly
not allowed such as a “war,” “religious,” “conscientious objector” deduction or tax credit.

b. A blank or partially completed return that was prepared on the theory that filing a complete
return and providing required financial data would violate the Fifth Amendment privilege agdfinst
incrimination or other rights guaranteed by the Constitution.

c. Anunsigned return where the taxpayer refused to sign because the signature requirement wa
“incomprehensible or unconstitutional” or the taxpayer was not liable for state tax since the taxpayer
had not signed the return.

d. A -return which contained personal and financial information on the proper lines but where the
words“true, correct and complete” were crossed out above the taxpayer’s signature and where the tax
payer claimed the taxpayer’s income was not legal tender and was exempt from tax.
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e. A return where the taxpayer claimed that income was not “constructively received” and the
taxpayer was the nominee-agent for a trust.

f. A return with clearly inconsistent information such as when 99 exemptions were claimed but
only several dependents were shown.

g. A document filed for refund of taxes erroneously collected with the contention that the docu-
ment was not a return and that no wage income was earned. This was inconsistent with attached W-2
Forms reporting wages.

10.4(2) Nonexclusive examples where the frivolous return penalty is not applicBidefollow-
ing examples illustrate situations where the frivolous return penalty would not be applicable:

a. Areturn which includes a deduction, credit, or other item which may constitute a valid item of
dispute between the taxpayer and the department.

b. A return which includes innocent or inadvertent mathematical or clerical errors, such as an error in
addition, subtraction, multiplication, or division or the incorrect use of a table provided by the department.

c. Areturn which includes a statement of protest or objection, provided the return contains all
required information.

d. A return which shows the correct amount of tax due, but the tax due is not paid.

This rule is intended to implement lowa Code section 421.7.

701—10.5(421) Exceptions from penalty provisions for taxes due and payable on or aftanu-

ary 1, 1987, and for tax periods ending on or before December 31, 199he penalty provided for

failure to remit at least 90 percent of the tax due or of the tax due with the filing of the deposit form or
return or tgpay at least 90 percent of the tax required to be shown as due on the return under lowa Code
sections 422.16, 422.25, 422.58, 422.66, 423.18, 424.17, 435.5, 450.63, 450A.12, 451.12, 452A.65,
453A.28 or 453A.46 shall not be assessed by the department or paid by the taxpayer under any of the
following conditions:

1. The taxpayer voluntarily files an amended return and pays all tax shown to be due on the return
prior to any contact by the department.

If upon audit of the original and amended returns, additional tax is found to be due and payments made
with the original and amended return after application of the payments to penalty, interest, and then tax
due, do not equal at least 90 percent of the tax required to be shown due, penalty will be assessed.

Payments made with the original return include any amounts refunded or credited to a subsequent
tax liability.

The term “any contact by the department” means any written correspondence from the department
including a notice of adjustment or assessment regarding a return or the scheduling in writing of an
audit of a return or commencement of an audit without prior notification.

2. The taxpayer provides written notification to the department of a federal audit while it is in
progress and voluntarily files an amended return within 60 days of the final disposition of the federal
government'saudit and pays all tax shown to be due on the return. A copy of the written notification to
the department should be attached to the amended return when it is filed.

3. The return or deposit is timely, but erroneously, mailed with adequate postage to the Internal
Revenue Service or another state agency and the taxpayer provides proof of timely mailing with ade-
guate postage. See lowa Code sections 622.105 and 622.106 for proof of timely mailing.

4. The return or deposit is timely mailed with adequate postage to the department and the taxpay-
er provides proof of timely mailing with adequate postage. See lowa Code sections 622.105 and
622.106 for proof of timely mailing.

5. The taxpayer presents proof that the taxpayer relied upon documented written erroneous ad-
vice relating to the tax deficiency from the department, county treasurer, or federal Internal Revenue
Service, whichever is appropriate.

This rule is intended to implement lowa Code section 421.27.



IAC 11/5/97 Revenue and Finance[701] Ch 10, p.7

PENALTY FOR TAX PERIOD BEGINNING AFTER JANUARY 1, 1991

701—10.6(421)Penalties. A penalty shall be assessed upon all tax and deposits due under the follow-
ing circumstances:

1. For failure to timely file a return or deposit form there is a 10 percent penalty. This penalty,
once imposed, will be assessed on all subsequent amounts due or required to be shown due on the |
turn or deposit form.

ExampPLE: The taxpayer fails to timely file a return and fails to timely pay the tax due. The depart-
ment will assess a 10 percent penalty for failure to timely file the return but will not assess a 5 percent
penalty for failure to timely pay. The department subsequently audits the untimely filed return and
determineswdditional tax is due. The department shall assess a 10 percent penalty on the additional ta:
found due by an audit.

2. For failure to timely pay the tax due on a return or deposit form, there is a 5 percent penalty.

3. For a deficiency of tax due on a return or deposit form found during an audit, there is a 5 percent
penalty. For purposes of this penalty, the audit deficiency shall be assessed only when there is a timely
filed return or deposit form.

Audit deficiency occurs when the department determines additional tax is due.

4.  For willful failure to file a return or deposit form with the intent to evade tax, or in the case of
willfully filing a false return or deposit form with the intent to evade tax, there is a 75 percent penalty.

The penalty rates are uniform for all taxes and deposits due under this chapter.

The penalty for failure to timely file will take precedence over the penalty for failure to timely pay or
an audit deficiency when more than one penalty is applicable.

5. Examples tdlustrate the computation of penalty for tax periods beginning on or after January
1, 1991.

The following are examples to illustrate the computation of penalties imposed under rule 10.7(421).
For purposes of these examples, interest has been computed at the rate of 12 percent per year or 1 p
cent per month. The tax due amounts are assumed to be the total amounts required to be shown d
when considering whether the failure to pay penalty should be assessed on the basis that less than
percent of the tax was paid.

Example (a) — Failure to File

a. Tax due is $100.

b. Return filed 3 months and 10 days after the due date.
c. $100 paid with the return.

The calculation for additional tax due is shown below:

Tax $100

Penalty 10 (10% failure to timely file)
Interest 4 (4 months interest)

Total $114

Less payment 100

Additional tax due $ 14
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Example (b) — Failure to Pay

a. Tax due is $100.

b. Return is timely filed.

c. $0 paid.

The calculation for the total amount due 5 months after the due date is shown below:
Tax $100

Penalty 5

Interest 5 (5 months interest)

Total “$110

Example (c) — Failure to File and Failure to Pay

a. Taxdue is $100.

b. Return is filed 2 months and 10 days after the due date.

c. $0 paid.

The calculation for the total amount due 3 months after the due date is shown below:
Tax $100

Penalty 10 (10% for failure to file)

Interest 3 (3 months interest)

Total due in 3rd month $113

Example (d) — Audit on Timely Filed Return

a.
b.
c.
d.

$100 in additional tax found due.

Timely filed return.

Audit completed 8 months after the due date of the return.

Return showed $100 as the computed tax, which was paid with the return.

The calculation for the total amount due is shown below:
Computed tax after audit ~ $200

Less tax paid with return 100

Additional tax due ~$100

Penalty 5 (5% for audit deficiency)
Interest 8 (8 months interest)
Total due “$113

Example (e) — Audit on Late Return Granted an Exception From Failure to File

a. Taxdue is $100.

b. Return filed 3 months and 10 days after the due date.

c. $100 paid with the return.

d. Taxpayer is granted an exception from penalty for failure to file. (Return is then considered
timely filed.)

e. Audit completed 8 months after the due date of the return. $100 additional tax found due.

f.

Return showed $100 as the computed tax which was paid with the return.
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The computation for the total amount due is shown below:
Computed tax after audit ~ $200

Less tax paid with return 100

Additional tax due ~$100

Penalty 5 (5% for audit deficiency. No penalty for failure to file.)
Interest 8 (8 months interest)

Total due $113

Example (f) — Audit on Late Filed Return No Pay Return
a. $100 claimed as tax on the return.

b. $100 in additional tax found due.

c. Return filed 3 months and 10 days after the due date.
d. Audit completed 8 months after the due date.

The computation for the total amount due is shown below:
Computed tax after audit ~ $200

Penalty 20 (10% for failure to file)
Interest 16 (8 months interest)
Total due $236

701—10.7(421) Waiver of penalty—definitions A penalty, if assessed, shall be waived by the de-
partment upon a showing of the circumstances stated below.

10.7(1) For purposes of these rules, the following definitions apply:

“Act of God” means an unusual and extraordinary manifestation of nature which could not reason-
ably be anticipated or foreseen and cannot be prevented by human care, skill, or foresight. There is
rebuttablgoresumption that an “act of God” that precedes the due date of the return or form by 30 days
is not an act of God for purposes of an exception to penalty.

“Immediatefamily” includes the spouse, children, or parents of the taxpayer. There is a rebuttable
presumption that relatives of the taxpayer beyond the relation of spouse, children, or parents of the
taxpayer are not within the taxpayer’s immediate family for purposes of the waiver exceptions.

“Sanctioned self-audit programfneans an audit performed by the taxpayer with forms provided
by the department as a result of contact by the department to the taxpayer prior to voluntary filing or
payment of the tax. Filing voluntarily without contact by the department does not constitute a sanc-
tioned self-audit.

“Serious, long-term illness or hospitalizatiomieans an illness or hospitalization, documented by
written evidence, which precedes the due date of the return or form by no later than 30 days and contin
ues through the due date of the return or form and interferes with the timely filing of the return or form.
There is a rebuttable presumption that an illness or hospitalization that precedes the due date of th
return or form by more than 30 days is not an iliness or hospitalization for purposes of an exception to
penalty. The taxpayer will be provided an automatic extension of 30 days from the date the return or
form is originally due or the termination of the serious, long-term illness or hospitalization whichever
is later without incurring penalty. The taxpayer has the burden of proof on whether or not a serious,
long-term iliness or hospitalization has occurred.
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“Substantial authority”means the weight of authorities for the tax treatment of an item is substan-
tial in relation to the weight of authorities supporting contrary positions.

In determining whether there is substantial authority, only the following will be considered author-
ity: applicable provisions of lowa statutes; the Internal Revenue Code; lowa administrative rules
construing those statutes; court cases; administrative rulings; legal periodicals; department newslet-
ters and tax return and deposit form instruction booklets; tax treaties and regulations; and legislative
intent as reflected in committee reports.

Conclusions reached in treaties, legal opinions rendered by other tax professionals, descriptions of
statutegrepared by legislative staff, legal counsel memoranda, and proposed rules and regulations are
not authority.

There is substantial authority for the tax treatment of an item if there is substantial authority at the
time the return containing the item is due to be filed or there was substantial authority on the last day of
the taxable year to which the return relates.

The taxpayer must notify the department at the time the return, deposit form, or payment is original-
ly due of the substantial authority the taxpayer is relying upon for not filing the return or deposit form or
paying the tax due.

10.7(2) Reserved.

701—10.8(421)Penalty exceptions.Under certain circumstances the penalty for failure to timely file
a return or deposit, failure to timely pay the tax shown due, or the tax required to be shown due with the
filing of a return or a deposit form, or failure to pay following an audit by the department is waived.

When an exception is granted under subt0l&(1), the return or deposit form is considered timely
filed for purposes of nonimposition of penalty only.

10.8(1) For failure to timely file a return or deposit form, the 10 percent penalty is waived upon a
showing of the following exceptions:

a. Atleast 90 percent of the tax required to be shown due has been paid by the due date of the tax
return or deposit form.

b. One late return allowed. A taxpayer required to file a return or deposit form quarterly, monthly,
or semimonthly is allowed one untimely filed return or deposit form within a three-year period. The
use by the taxpayer of any other penalty exception under this subrule will not count as a late return or
deposit form for purposes of this subrule.

The exception for one late return in a three-year period is determined on the basis of the tax period
for which the return or form is due and not the date on which the return is filed.

c. Death of a taxpayer, member of the immediate family of the taxpayer, or death of the person
directly responsible for filing the return and paying the tax, when the death interferes with timely filing.
There is a rebuttable presumption that a death which occurs more than 30 days before the original date
the return or form is due does not interfere with timely filing.

d. The onset of serious, long-term illness or hospitalization of the taxpayer, a member of the tax-
payer’s immediate family, or the person directly responsible for filing the return and paying the tax.

e. Destruction of records by fire, flood, or act of God.



IAC 4/3/02 Revenue and Finance[701] Ch 10, p.11

f.  The taxpayer presents proof that the taxpayer at the due date of the return, deposit form, ol
payment relied upon applicable, documented, written advice made specifitadiytampayer, the tax-
payer’s preparer, or to an association representative of the taxpayer from the department, state depa
ment of transportation, county treasurer, or federal Internal Revenue Service. The advice should be
relevant to the agency offering the advice and not beyond the scope of the agency’s area of expertis
and knowledge. The advice must be current and not superseded by a court decision, ruling of a quas
judicial body such as an administrative law judge, the director, or the state board of tax review, or by the
adoption, amendment, or repeal of a rule or law.

g. Reliance upon the results of a previous audit was a direct cause for fafll@@t@ay where
the previous audit expressly and clearly addressed the issue and the previous audit results have n
been superseded by a court decision or by adoption, amendment, or repeal of a rule or law.

h. The taxpayer presents documented proof of substantial authority to rely upon a particular posi-
tion or upon proof that all facts and circumstances are disclosed on a return or deposit form. Mathemat
ical, computation, or transposition errors are not considered as facts and circumstances disclosed on
return or deposit form. These types of errors will not be considered as penalty exceptions.

i.  The return, deposit form, or payment is timely, but erroneously, mailed with adequate postage
to the Internal Revenue Service, another state agency, or a local government agency and the taxpay
provides proof of timely mailing with adequate postage. The taxpayer must provide competent evi-
dence of the mailing as stated in lowa Code section 622.105.

j-  The tax has been paid by the wrong licensee and the payments were timely remitted to the de
partment for one or more tax periods prior to notification by the department.

k. The failure to file was discovered through a sanctioned self-audit program conducted by the
department.

10.8(2) For failure to timely pay the tax due on a return or deposit form, the 5 percent penalty is
waived upon a showing of the following exceptions:

a. Atleast 90 percent of the tax required to be shown due has been paid by the due date of the ta
return or deposit form.

b. The taxpayer voluntarily files an amended return and pays all tax shown to be due on the return
prior to any contact by the department, except under a sanctioned self-audit program conducted by th
department.

c. The taxpayer provides written notification to the department of a federal audit while it is in
progressand voluntarily files an amended return which includes a copy of the federal document show-
ing the final disposition or final federal adjustments within 60 days of the final disposition of the feder-
al government’s audit.

d. The taxpayer presents proof that the taxpayer relied upon applicable, documented, written ad-
vice specifically made to the taxpayerttie taxpayer’s preparer, or to an association representative of
the taxpayer from the department, state department of transportation, county treasurer, or federal Intel
nal Revenue Service, whichever is appropriate, that has not been superseded by a court decision, rulir
by a quasi-judicial body, or the adoption, amendment, or repeal of a rule or law.

e. Reliance upon results in a previous audit was a direct cause for the failure to pay the tax re-
quired to be shown due where the previous audit expressly and clearly addressedahd thsyare-
viousaudit results have not been superseded by a court decision, or the adoption, amendment, or repe
of a rule or law.

f.  The taxpayer presents documented proof of substantial authority to rely upon a particular posi-
tion or upon proof that all facts and circumstances are disclosed on a return or deposit form. Mathemat
ical, computation, or transposition errors are not considered as facts and circumstances disclosed on
return or deposit form. These types of errors will not be considered as penalty exceptions.
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g. The return, deposit form, or payment is timely, but erroneously, mailed with adequate postage
to the Internal Revenue Service, another state agency, or a local government agency and the taxpayer
provides proof of timely mailing with adequate postage. The taxpayer must provide competent evi-
dence of the mailing as stated in lowa Code section 622.105.

h. The tax has been paid by the wrong licensee and the payments were timely remitted to the de-
partment for one or more tax periods prior to notification by the department.

10.8(3) For a deficiency of tax due on a return or deposit form found during an audit, the 5 percent
penalty is waived under the following exceptions:

a. Atleast 90 percent of the tax required to be shown due has been paid by the due date.

b. The taxpayer presents proof that the taxpayer relied upon applicable, documented, written ad-
vice specifically made to the taxpayerttie taxpayer’s preparer, or to an association representative of
the taxpayer from the department, state department of transportation, county treasurer, or federal Inter-
nal Revenue Service, whichever is appropriate, that has not been superseded by a court decision, ruling
by a quasi-judicial body, or the adoption, amendment, or repeal of a rule or law.

c. Relianceupon results in a previous audit was a direct cause for the failure to pay the tax shown
due or required to be shown due where the previous audit expressly and clearly addressed the issue and
the previous audit results have not been superseded by a court decision, or the adoption, amendment, or
repeal of a rule or law.

d. The taxpayer presents documented proof of substantial authority to rely upon a particular posi-
tion or upon proof that all facts and circumstances are disclosed on a return or deposit form. Mathemat-
ical, computation, or transposition errors are not considered as facts and circumstances disclosed on a
return or deposit form. These types of errors will not be considered as penalty exceptions.

701—10.9(421)Notice of penalty exception for one lateaturn in a three-year period. The penalty
exception for one late return in a three-year period will automatically be applied to a return or deposit
form by the department if the taxpayer is eligible for the exception.

The exception for one late return in a three-year period is applied to the returns or deposit forms in
the order they are processed and not in the order which the returns or deposit forms should have been
filed.

701—10.10t0 10.19 Reserved.
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RETAIL SALES
[Prior to 1/23/91, see 701—12.10(422,423) and 12.11(422, 423)]

701—10.20(422,423) Penalty and interest computation.

10.20(1) Computations for tax periods where the due date occurs after December 31Th@80.
filing of the tax return within the period prescribed by law and the payment of the tax required to be
shown thereon are simultaneous actd if either condition is not met, a penalty shall be assessed, un-
less it is shown that such failure was due to reasonable cause. lowa Code section 422.58(1) provides
penaltyfor failure to file a permit holder’s semimonthly or monthly tax deposit or a return or, if a permit
holder fails to remit at least 90 percent of the tax due with the filing of the return or pay less than 90
percent of any tax required to be shown on the return, excepting the period between the completion o
an examination of the books and records of a taxpayer and the giving of notice to the taxpayer that a ta
or additional tax is due. The rate of penalty shall be 5 percent per month or fraction thereof, not to
exceed 2%ercent in the aggregate for failure to file a deposit or return and for failure to pay at least 90
percent of the tax due.

In case there is both a failure to file and a failure to pay, the penalty for failure to file shall be in lieu of
the penalty for failure to pay. However, the imposition of the penalty for failure to file does not pre-
cludethe imposition of a penalty for failure to pay if, after the return is filed, there is a continued failure
to pay during the five-month period after the tax was due (taking into consideration any extensions of
time tofile and pay). The combined penalties for failure to file or pay shall not exceed 25 percent of the
tax due. The penalties are computed on the amount of the tax remaining unpaid that is required to b
shown as due on the return as distinguished from the amount of the tax shown to be due on the returi
Therefore, if an audit results in an additional tax which was required to be shown as due on the return
the additional tax is subject to the penalty for failure to pay, unless the failure was due to reasonable
cause. See 701—subrule 44.3(3) for examples of the penalty computation. These examples woul
also apply to sales and use tax unless 90 percent of the tax is remitted timely, then no penalty applie

All payments shall be first applied to the penalty and then to the interest, and the balance, if any, tc
the amount of tax then due in the order specified.

In addition to the penalty, interest accrues on the tax or additional tax at the rate of three-fourths of
one percent per month, counting each fraction of a month as an entire month, computed from the dat
the return or deposit was required to be filed until December 31, 1981. See rule 701—10.2(421) for the
statutory interest rate commencing on or after January 1, 1982.

10.20(2) Computations for tax periods for taxes initially due and payable on or after Jabuary
1985, but before January 1, 1987.

a. Penalty for failure to file returnSubsequent to December 31, 1984, a permit holder or other
persorwho fails to file a semimonthly or monthly tax deposit form or a quarterly or annual return shall
be subject to penalty for this failure only if the failure to file is willful. The penalty for willful failure to
file a deposit form or return is 50 percent of the amount required to be shown on the deposit form or
return, see lowa Code section 422.58(1). When it is appropriate to impose this 50 percent penalty, i
shall be in lieu of the penalty described in 701—subrule 12.10(4), pardgraph

b. Penalty for failure tdimely remit tax.If a permit holder or other person fails to remit with the
deposit form or pay with the return at least 90 percent of the tax due and owing, there shall be added t
the amount of tax required to be shown on the deposit form or return a penalty of 10 percent of the ta
due. Under lowa Code section 422.58(1), the director cannot waive payment of this penalty. Thus, the
equitable doctrine of waiver is not available to a permit holder or other person seeking relief from the
penalty.
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Also, that portion of the statute allowing the rightieanonstrate that failure to timely pay has been
due to reasonable cause has been repealed, House File 2507 supra. No statutory basis for remission of
the 10 percent penalty now exists. Therefore, if it is shown that a fixed amount of tax was due to be paid
upon a date certain and less than 90 percent of that amount has been paid, the director may not excuse
payment of penalty. The penalty described in this subrule shall include a penalty for additional tax
shown to be due and owing as the result of an audit. See 701—subrule 44.3(5) for examples which
illustrate the computation of penalty for tax due on or after January 1, 1985.

c. Application of paymentsAll payments shall be first applied to penalty, then interest, and the
balance, if any, tthe amount of tax then due in the order specified. If penalty, interest, and tax are due
and owing for more than one tax period, any payment shall be applied first to the penalty, then the inter-
est,then the tax for the oldest tax period; then to the penalty, interest and tax to the period immediately
subsequent, and so on until the payment is exhausted.

ExampLE: A permit holder is an annual filer. As a result of audit, it is determined that the permit
holder owes penalty, interest, and tax for the years 1984, 1983, and 1982. The total amount owed for
tax, penalty and interest for the three years is $1,200. $200 of this amount is tax for the year 1984. The
permit holder remits a single payment of $1,000. The payment would be applied first to the penalty,
then interest, then tax owing for 1982. The same application would then be made to penalty, interest
and tax owing for 1983. Any amount remaining would be applied first to penalty and then interest
owing for 1984. The $200 in tax due for the year 1984 would remain to be paid.

d. Computation gpenalty for taxes initially due and payable prior to January 1, 1888 over-
due and payable on that dat&he date upon which the tax initially became delinquent (taking into
consideratiorany extension of time to pay the tax due) determines which penalty applied. If the initial
delinquencyoccurs prior to January 1, 1985, the aggregating penalty applies. If the initial delinquency
occurs on or after January 1, 1985, only the flat rate penalties of 5 or 10 percent apply.

10.20(3) Computations for tax periods for taxes initially due and payable on or after January 1,
1987, but for tax periods ending before January 1, 1991.

a. Penalty for failure to file return. Subsequent to December 31, 1986, a permit holder or other
person who willfully fails to file a semimonthly or monthly tax deposit form or a quarterly or annual
return will be subject to penalty for this failure. The penalty for willful failure to file a deposit form or
return is 75 percent of the amount required to be shown on the deposit form or return, see lowa Code
section 422.58(1). When it is appropriate to impose this 75 percent penalty, it will be in lieu of the
penalty described in paragraph 10.20¢3)

b. Penaltyfor failure to timely remit tax. If a permit holder or other person fails to remit with the
depositform or pay with the return at least 90 percent of the tax due and owing on or before the due date
of the deposit or return, there will be added to the amount of tax required to be shown on the deposit
form orreturn a penalty of 15 percent of the tax due. Under lowa Code section 422.58(1), the director
cannot waive payment of this penalty. Thus, the equitable doctrine of waiver is not available to a per-
mit holder or other person seeking relief from the penalty.

Also, that portion of the statute allowing the rightleanonstrate that failure to timely pay has been
due to reasonable cause has been repealed. No statutory basis for remission of the 15 percent penalty
now exists. Therefore, if it is shown that a fixed amount of tax was due to be paid upon a date certain
and less than 90 percent of that amount has been paid, the director may not excuse payment of penalty.
The penalty described in this subrule will include a penalty for additional tax shown to be due and ow-
ing as the result of an audit. See subrule 10.41(6) for examples which illustrate the computation of
penalty for tax due on or after January 1, 1987, but for tax years ending before January 1, 1991.
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c. Application of payments. All payments must be first applied to penalty, then interest, and the
balance, if any, to the amount of tax then due in the order specifiedsSleadOil Inc. v. lowa De-
partment of Revenue and Finand&2 N.W.2d 162 (lowa 1990j)f penalty, interest, and tax are due
and owing for more than one tax period, any payment must be applied first to the penalty, then the inter
est,then the tax for the oldest tax period; then to the penalty, interest, and tax to the period immediately
subsequent, and so on until the payment is exhausted.

ExampLE: A permit holder is an annual filer. As a result of audit, it is determined that the permit
holder owes penalty, interest, and tax for the years 1984, 1983, and 1982. The total amount owed fc
tax, penaltyand interest for the three years is $1,200. $200 of this amount is tax for the year 1984. The
permit holder remits a single payment of $1,000. The payment would be applied first to the penalty,
then interest, then tax owing for 1982. The same application would then be made to penalty, interest
and tax owing for 1983. Any amount remaining would be applied first to penalty and then interest
owingfor 1984. The $200 in tax due for the year 1984 would remain to be paid and would continue to
accrue interest.

d. Computation of penalty for taxes initially due and payable prior to January 1, 1987, and over-
due and payable on that date. The date upon which the tax initially became delinquent determine:
which penalty applied. If the initial delinquency occurs prior to January 1, 1987, the 10 percent penalty
applies. Iftheinitial delinquency occurs on or after January 1, 1987, but for tax periods ending before
January 1, 1991, only the flat rate penalties of 7.5 or 15 percent apply. See rule 701—10.6(421) for
penalty for tax periods beginning on or after January 1, 1991.

See rule 701—10.5(421) for statutory exemptions to penalty for tax due and payable on or after
January 1, 1987. See rule 701—10.8(421) for exceptions to penalty for tax periods beginning on or
after January 1, 1991.

This rule is intended to implement lowa Code section 422.58(1).

701—10.21(422,423Request for waiver of penalty.Any taxpayer who has good reason to object to

any penalty imposed by the department for failure to timely file returns, monthly deposits or pay the tax
may submit a request for waiver seeking that the penalty be waived for taxes initially due and payable
prior to January 1, 1985. If it can be shown to the director’s satisfaction that the failure was due to
reasonable cause, the penalty will be adjusted accordifiglyrequest must be in the form of an affi-
davit and must contain all facts alleged as reasonable cause for the taxpayer’s failure to file the return
monthly deposit or pay the tax as required by law. The following are examples of situations that may be
accepted by the director as being reasonable cause:

1. Where the return, monthly deposit or payment was filed on time, but filed erroneously with
another state agency or the Internal Revenue Service.

2. A showing that the completed return, monthly deposit was mailed in time to reach the depart-
ment in the normal course of mails, within the legal period. If the due date is a Saturday, Sunday or
legal holiday, the following business day is within the legal period.

3. Where the delay was caused by death or serious illness of the taxpayer responsible for filing.

4. Wherethe delay was caused by prolonged unavoidable absence of the taxpayer responsible fo
filing.

5.  Where the delinquency was caused by destruction by fire or other casualty of the taxpayer’s
records.
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6. A showing that the delay or failure was due to erroneous information given the taxpayer by an
employee of the department.

7. The department will allow without penalty one late return or monthly deposit, or one timely
filed return containing a mathematical error if the taxpayer has had no reported delinquencies in the
past 36 months. (Not applicable to penalty established by audit.)

8. Where the taxpayer exercised ordinary business care and prudence and was nevertheless un-
able tofile the return or monthly deposit within the prescribed time, then the delay is due to reasonable
cause. A failure to pay will be considered to be due to reasonable cause to the extent that the taxpayer
has made a satisfactory showing that ordinary business care and prudence were exercised in providing
for payment of the taxpayer’s liability and was nevertheless either unable to pay the tax or would suffer
an undue hardship if the taxpayer paid on the due date. What constitutes ordinary business care and
prudence must be determined by the particular facts of a particulaAcastrong’s Inc. v. lowa De-
partment of Revenyud20 N.W.2d 623 (lowa 1982).

A request for waiver of penalty on an assessment will be treated as timely filed with the department,
if filed no later than 30 days following the date of the notice of assessment. See rule
701—11.6(422,423) regarding notices of adjustment and assessment.

This rule is intended to implement lowa Code sections 422.58 and 423.18.

701—10.22t0 10.29 Reserved.

USE
[Prior to 1/23/91, see 701—30.10(423)]

701—10.30(423) Penalties for late filing of a monthly tax deposit or use tax returnglse tax

monthly deposits shall be filed on or before the twentieth of the month following the month in which
the tax was collected. Use tax quarterly returns shall be required to be filed on or before the last day of
the month following the close of each quarterly period.

10.30(1) For taxes initially due and payable prior to January 1, 1985, failure to file a monthly de-
posit oruse tax return or a corrected return or to pay use tax due on or before the due date shall result in a
delinquent deposit or return and be subject to penalty and interest. See subrules 10.20(1), 10.20(2), and
10.20(3) for computation of penalty.

10.30(2) For taxes initially due and payable on or after January 1, 1985, but before January 1, 1987,
only willful failure to file a monthly deposit or use tax return or a corrected return will be subject to
penalty. Persons who fail to timely pay use tax are subject to a penalty which cannot be waived by the
directorand may not be excused for reasonable cause. If the person who fails to timely pay use tax is a
retailer maintaining a place of business in this state, the penalty for failure to pay will be 10 percent of
the tax required to be paid. Rule 701—30.1(423) describes in detail the persons who are subject to this
10 percent penalty. For any person who is not a retailer, the penalty for failure to timely pay use tax is 5
percent of the tax required to be paid.

See rule 10.20(422,423) for computation of penalty and interest before January 1, 1991. See rule
701—10.6(421) for penalty for tax periods beginning on or after January 1, 1991.
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10.30(3) For taxes initially due and payable on or after January 1, 1987, but for tax periods ending
before January 1, 1991, only willful failure to file a monthly deposit or use tax return or a corrected
return will be subject to penalty. Persons who fail to timely pay use tax are subject to a penalty which
cannot bavaived by the director and may not be excused for reasonable cause. If the person who fails
to timely pay use tax is a retailer maintaining a place of business in this state, the penalty for failure to
pay is 15 percent of the tax required to be paid. Rule 701—30.1(423) describes in detail the person
who are subject to this 15 percent penalty. For any person who is not a retailer, the penalty for failure tc
timely pay use tax is 7.5 percent of the tax required to be paid. See rule 701—10.5(421) for statutory
exemptions tgenalty for taxes due and payable on or after January 1, 1987, but for tax periods ending
before January 1, 1991. See rule 10.20(422,423) for computation of penalty and interest for taxes du
and payable on or after January 1, 1987, but for tax periods ending before January 1, 1991. See rul
701—10.6(421) for penalty for tax periods beginning on or after January 1, 1991.

This rule is intended to implement lowa Code sections 422.58 and 423.18.

701—10.31to 10.39 Reserved.

INDIVIDUAL INCOME
[Prior to 1/23/91, see 44.1(422), 44.3(422), 44.7(422) and 44.8(422)]

701—10.40(422)General rule. The computation of penalty, as outlined in this chapter, shall apply to
individual, fiduciary, and withholding tax. The penalty for failure to file an estimated declaration of
individual income tax or for underpaying an estimated declaration of individual income tax is com-
putedaccording to the provisions of the Internal Revenue Code as authorized by lowa Code paragrapt
422.16(11)e.” For tax years beginning on or after July 1, 1974, the withholding tax provisions for
waiver ofpenalty are authorized by lowa Code subsection 422.16(10). For tax periods beginning on or
afterJuly 1, 1974, there is no authority in the lowa Code to waive the penalty assessed for failure to file
or for underpayment of an estimated declaration of individual income tax. See rule 701—10.6(421) for
penalty for tax periods beginning on or after January 1, 1991.

This rule is intended to implement lowa Code section 422.16.

701—10.41(422) Computation for taypayments due on or after January 1, 1981, but before
January 1,1982. The filing of the return within the period prescribed by law and the payment of the
tax required to be shown thereon are simultaneous acts and if either condition is not met, a penalty sha
be assessed, unless it is shown that such failure was due to reasonable cause.

A penalty of 5 percent per month, not to exceed 25 percent in the aggregate, is imposed for failure tc
file areturn or pay the tax due. In case there is both a failure to file and a failure to pay, the penalty for
failure tofile shall be in lieu of the penalty for failure to pay. However, the imposition of the penalty for
failure to file does not preclude the imposition for failure to pay, if after the return is filed, there is a
continued failure to pay the tax due during the five-month period after the tax was due (taking into
consideratiorany extensions of time to file the return). The combined penalties for failure to file or pay
shall not exceed 25 percent of the tax due. For purposes of computing the penalty in case of failure t
file a return or failure to pay the tax required to be paid with the filing of the return, the amount of tax
required to bahown on the return shall be reduced by the amount of any part of the tax which is paid on
or before the date prescribed for payment of the tax and by the amount of any credit against the ta
whichmay legally be claimed on the return. If a return is determined to be delinquent, then the penalty
shall continue to be assessed on any additional amounts of tax determined to be due. The percent
penalty applied to additional amounts of tax determined to be due shall be limited to the percentage
which had accrued when the initial penalty was assessed and paid.
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All payments shall be first applied to the penalty and then the interest, and the balance, if any, to the
amount of tax then due, in the order specified.

A return filed within the period of an extension granted will not be considered delinquent.

In addition to the penalty computed above there shall be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department shall bear interest as pro-
vided bylaw from the date of payment and the refund, considering each fraction of a month as an entire
month.

10.41(1) Computation for tax due on or after January 1, 1982, but before January 1, TB85.
filing of the return within the period prescribed by law and the payment of the tax required to be shown
thereon are simultaneous acts and if either condition is not met, a penalty shall be assessed unless it is
shown that such failure was due to reasonable cause.

lowa Code section 422.25 provides a penalty of 5 percent per month, not to exceed 25 percent in the
aggregatefor the failure to file a return or for the failure to pay at least 90 percent of tax required to be
showndue. In case there is both a failure to file and a failure to pay, the penalty for failure to file shall be
in lieu of the penalty for failure to pay. However, the imposition of the penalty for failure to file does not
preclude the imposition of a penalty for failure to pay, if after the return is filed, there is a continued
failure to pay at least 90 percent of the tax during the five-month period after the tax was due (taking
into consideration any extensions of time to file a return). The combined penalties for failure to file or
pay shall not exceed 25 percent of the tax due. The penalties are computed on the amount of the tax
remainingunpaid that is required to be shown as due on the return as distinguished from the amount of
the tax shown to be due on the return.

In considering if penalty should be assessed for failure to pay, it must be determined whether tax
payments and credits equal or exceed 90 percent of the tax required to be shown on the return. Tax
required to be shown on the return is defined as those taxes required to be computed under lowa Code
section 422.5 (income tax, lump sum tax, and minimum tax) plus school district surtax less the nonre-
fundable credits (exemption and child care credit) allowed under lowa Code section 422.12. Tax pay-
ments or credits to be applied against the tax required to be shown on the return are (1) lowa income
taxes withheld, (2) lowa estimate tax payments, (3) out-of-state tax credits, (4) motor vehicle fuel tax
credits, (5) tax payments made prior to the filing of the return, and (6) any tax payment made with the
return.

Therefore, if araudit results in additional tax which was required to be shown as due on the return by
the due date (taking into consideration any extension of time to file a return), so that less than 90 percent
of the tax was paid, the additional tax is subject to penalty for failure to pay, unless the failure was due to
reasonable cause. All payments shall be first applied to the penalty and then to the interest, and the
balance, if any, to the amounts of tax then due in the order specified.

In addition to the penalty computed above, there shall be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department shall bear interest as pro-
vided by law from the date of payment of the refund, considering each fraction of a month as an entire
month.
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10.41(2) Examples to illustrate the computation of penalties for tax due on or after January 1,
1982, but before January 1, 1985bhe following are examples to illustrate the computation of penal-
ties imposed under 701—subrule 44.3(2). For the purposes of these examples only, interest has bee
computed at the rate of one and four-tenths of one percent per month. In addition, for the purposes c
these examples, the tax due amounts are assumed to be the total amounts required to be shown ¢
when considering whether failure to pay penalties should be assessed on the basis that less than !
percent of the tax was paid.

Example (a) — Delinquent Return

a. Tax due is $100.

b. Return filed 3 months and 10 days after the due date.
c. $100 paid with the return.

The calculation for additional tax due is shown below:

Tax $100.00

Penalty 20.00 (20% failure to file penalty)
Interest 5.60 (4 months interest)

Total $125.60

Less payment 100.00

Additional tax due ~$ 25.60

The computation below shows the total amount due if payment for the additional tax due is not re-
ceiveduntil six months after the due date of the return. The example assumes the $25.60 was assess
by the department during the fourth month.

Additional tax $25.60

Penalty 1.28 (5% failure to pay penalty)
Interest .72 (2 months interest)

Total due ~$27.60

The maximum penalty cannot exceed 25%.

Example (b) — Timely Filed No Remit
a. Tax due is $100.
b. Return was timely filed.

c. $0 paid.

The calculation for the total amount due five months after the due date is shown below:

Tax $100.00

Penalty 25.00 (the maximum failure to pay penalty - 25% is assessed)
Interest 7.00 (5 months interest)

Total $132.00
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Example (c) — Late Filed No Remit

a. Tax due is $100.

b. Return is filed 2 months and 10 days after the due date.

c. $0 paid.

The calculation for the total amount due three months after the due date is shown below:

Tax $100.00
Penalty 15.00 (15% for failure to file)
Interest 4.20 (3 months interest)

Total due 3rd month $119.20

The computation below shows the total amount due if the return was filed in the third month, but
payment was not received until the sixth month after the due date.

Total due 3rd month $119.20

Penalty 10.00 (10% for failure to pay)
Interest 4.20 (additional 3 months interest)
Total $133.40

The maximum penalty of 25% is assessed.

Example (d) — Timely Filed Partial Payment

a. Taxdueis $100.

b. Return was timely filed.

c. $75is paid with the return.

The calculation for the total amount due 5 months after the due date is shown below:

Tax $100.00

Less payment 75.00

Amount due ~$ 25.00

Additional tax $ 25.00

Penalty 6.25 (the maximum failure to pay penalty is assessed 25%)
Interest 1.75 (5 months interest)

Total due 5th month ~$ 3300

Example (e) — Late Filed Partial Pay

a. Tax due is $100.

b. Returnis filed 1 month and 10 days after the due date.
c. $75is paid with the return.
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The calculation for the additional tax due is shown below:

Tax $100.00

Penalty 10.00 (10% failure to file penalty)
Interest 2.80 (2 months interest)

Total due “$112.80

Less payment 75.00

Additional tax due ~$ 37.80

The computation below shows the total amount due if payment for the additional tax is not received
until 6 months after the due date of the return.

Additional tax $ 37.80

Penalty 5.67 (15% failure to pay penalty)
Interest 2.12 (4 months additional interest)
Total due 6th month ~$ 4559

The maximum penalty of 25% is assessed.

Example (f) — Audit on Timely Filed Return

a. $100 in additional tax found due.

b. Timely filed return.

c. Audit completed 8 months after the due date of the return.

d. Return showed $100 as the computed tax, which was paid with the return.
The computation for the total amount due is shown below:

Computed tax after audit ~ $200.00
Less tax paid with return 100.00

Additional tax due ~100.00

Penalty $25.00 (maximum failure to pay penalty - 25%)
Interest 11.20 (8 months interest)

Total due “$136.20

Failure to pay penalty was assessed since the amount actually paid timely was less than 90 perce
of the tax required to be shown due.

Example (g) — Audit on Timely Filed Return — Ninety Percent of the Tax Required Paid Timely
a. $100 in additional tax found due.

b. Timely filed return.

c. Audit completed 8 months after the due date of the return.

d. Return showed $1,900 as computed tax, which was paid with the return.

Computed tax after audit $2,000.00

Less tax paid with return 1,900.00

Additional tax due ~$ 100.00

Interest 11.20 (8 months interest)

Total due $ 111.20
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No penalty was assessed in the above case because at least 90 percent of the tax required to be paid
with the return was paid timely.

Example (h) — Audit on Late Filed Return

a. $100 in additional tax found due.

b. Return was filed 10 days after the due date.

c. Penalty and interest, as well as tax, were paid with the return.
d. $100 shown as tax due when the return was filed.

e. Audit was completed 8 months after the due date of the return.
The computation for the total amount due is shown below:

Tax $200.00

Penalty 10.00 (5% failure to file)

Interest 2.80 (1 month interest)

Total due “$212.80

Less payment 106.40

Additional tax due ~$106.40

Penalty 21.28 (20% failure to pay)

Interest 10.43 (7 months additional interest)
Total due “$13811

Example(i) — Audit on Late Filed Return — Ninety Percent of the Tax Paid When Return was Filed

a. $100 in additional tax found due.

b. Return was filed 10 days after the due date.

c. Penalty and interest, as well as tax were paid with the return.
d. Return showed $1,900 as the computed tax.

e. Audit was completed 8 months after the due date of the return.
The computation for the total amount due is shown below:

Tax $2,000.00

Penalty 100.00 (5% failure to file)

Interest 28.00 (1 months interest)

Total due "$2,128.00

Less payment $2,021.60

Additional tax due ~$ 106.40

Interest 10.43 (7 months additional interest)
Total due $ 116.83

Failure topay penalty was not assessed, since the amount paid when the return was late filed was 90
percent or more of the amount required to be shown due.
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Example (j) — Audit on Late Filed Partial Pay Return
a. $100 in additional tax found due.

b. Return was filed 10 days after the due date.

c. $75 was paid with the return.
d.
e.

$100 tax shown as due on the return.
Audit completed 8 months after the due date of the return.
The computation for the total amount due is shown below:

Tax $200.00

Penalty 10.00 (5% penalty for failure to file)
Interest 2.80 (1 month interest)

Total due “$212.80

Less payment 75.00

Additional tax due ~$137.80

Penalty 27.56 (20% penalty for failure to pay)
Interest 13.50 (7 months additional interest)
Total due “$178.86

Example (k) — Audit No Return Filed

a. $200 tax found due.

b. No return filed.

c. Audit completed 8 months after the due date of the return.
The computation for the total amount due is shown below:

Tax $200.00

Penalty 50.00 (25% penalty for failure to file)
Interest 22.40 (8 months interest)

Total due "$272.40

The failure to file penalty provision is assessed since both the failure to file and failure to pay oc-
curred simultaneously.

Example (I) — Audit on Late Filed No Remit Return

a. $100 claimed as tax on the return.

b. $100 in additional tax found due.

c. Return filed 4 months and 10 days after the due date.
d. Audit completed 11 months after the due date.

The computation for the total amount due is shown below:

Tax $200.00
Penalty 50.00 (25% penalty for failure to file)
Interest 30.80 (11 months interest)

Total due $280.80
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25% penalty for failure to file is applicable to the $100 claimed as tax on the return and the $100

found to be due by audit. The failure to pay penalty cannot be imposed since the failure to file penalty
has reached the maximum 25%.

Example (m) — Audit on Late Filed No Remit Return

a. $100 claimed as tax on the return.

b. $100 in additional tax found due.

c. Return filed one month and ten days after the due date.
d. Audit completed 11 months after the due date.

The computation for the total amount due is shown below:

Tax $200.00

Penalty — Failure to File 20.00

Penalty — Failure to Pay 30.00

Interest 30.80 (11 months interest)
Total due ~$280.80

A 10% penalty for failure to file is applied to the $200 total tax owed. A failure to pay penalty of
15% is imposed for the remaining three months of the penalty period.

Example (n) — Late Filed Return With Extension, No Remit

a. Tax due is $100.

b. Taxpayer has valid extension through October 31.

c. Return was filed October 31, with no payment.

The calculation for the total amount due two months after the return was filed is shown below:

Tax $100.00

Penalty 10.00 (10% failure to pay penalty)
Interest 11.20 (8 months interest)

Total due “$121.20

No penalty is assessed during period of extension. Penalty for failure to pay is assessed on the un-
paidtax at a rate of 5% from the extended due date (October 31) until the tax is paid, not to exceed 25%.

Example (0) — Return Filed During Period of Extension Without Payment of Interest
a. Tax owed is $2,000.

b. Taxpayer has valid extension through October 31.

c. $2,000 paid with the filing of the return on October 31.

d. Auditis performed 6 months after filing date.

Tax $2,000.00

Interest 168.00 (6 months interest)

Total $2,168.00

Less payment 2,000.00

Additional tax due ~$ 168.00

Interest 14.11 (6 months additional interest)

Total due $ 18211
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No failure to pay penalty was assessed because at least 90 percent of the tax due was paid by tl
extended due date of October 31.

Example (p) — Audit of Timely Filed Return With Extension

a. $100 in additional tax found due.

b. Extension of 3 months was requested and approved.

c. $100 in estimated tax paid with the extension.

d. Return filed 2 months after the original due date showing tax due of $100. (Filed timely in
extension period.)

e. Audit completed 4 months after filing date.

The computation for the total amount due is shown below:

Computed tax after audit $200.00
Less paid with extension 100.00
Additional tax due ~$100.00
Penalty (15% for failure to pay penalty) 15.00
Interest (6 months) 8.40
Total due $123.40

Failure to pay penalty does not begin to accrue until after the extension period.

Example(q) — Audit of Return Where Payment With Return Does Not Exceed Penalty and Interest
a. $100 in additional tax found due.

b. Return was filed 1 month and 15 days after the due date.

c. Return shows $10 as the computed tax which was paid when the return was filed.

The calculation for the additional amount due after the filing of the return is shown below:

Computed tax after audit $110.00

Penalty (10% failure to file penalty) 11.00

Interest 3.08 (2 months interest)
Total due with return ~$124.08

Less paid with return 10.00

Computed tax after payment - $110.00
Penalty remaining after payment 1.00
Interest after payment 3.08

Balance remaining after payment with return $114.08
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The computation below shows the total amount due if the payment for the additional tax due is not
received until 6 months after the due date of the return.

Tax remaining due

Penalty (15% failure to pay penalty)
Interest

Penalty (balance of failure to file penalty)
Interest (amount due with filing of return)
Total due 6th month

$110.00
16.50
6.16 (4 months additional interest)
1.00
3.08
T $136.74

Example(r) — Two Audits of a Return Where the First Audit Results in a Refund. and the Second

Audit Results in an Assessment

a. $250 was paid during the year as estimated tax payments.

b. Return was filed timely showing $100 as the computed tax due, $50 to be credited against the
next year’s estimated payments and $100 to be refunded in a warrant to the taxpayer.

c. Return was audited within 30 days of filing, all information was found to be correct and the

$100 was refunded (without interest).

d. Eight months after the due date of the original return, taxpayer filed an amended lowa return,
due to an amended federal return, showing $300 as the computed tax due and paying $200 with the

amended return.

e. Audit completed 2 months after the filing of the amended return.
The computation for the additional amount due after the filing of the amended return is shown be-

low:

Computed tax from audit
Less estimated tax payments
Additional tax due

Penalty 25% for failure to pay
Plus amount refunded

Plus credit to estimate tax

Plus interest on additional amount
due, on amount refunded and on
amount credited to estimate tax

Total due when amended return was filed
Less payment with amended return
Additional tax due

Interest 2.8% (two months)

Total due

$300.00
250.00
~$ 50.00
12.50
100.00
50.00

22.40
T $234.90
200.00
~$ 34.90
.98
“$ 35.88

Penalty can be imposed only upon the additional tax due after consideration of all timely payments

and credits.
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Example (s) — Return Filed For Refund That Results in a Tax Liability

a. Return was filed timely showing total tax payments of $1,500 (income tax withheld of $400,
estimate payments of $800 and an out-of-state tax credit of $300).

b. Return showed a refund of $180 as computed tax after nonrefundable credits was $1,200 an
school district surtax was 10% of the income tax liability or $120.

c. Processing dghereturn determined that actual computed tax for the return after nonrefundable
credits was $1,600 and the school district surtax was $160.

d. Correction of the return was completed 3 months and 10 days after the due date.

The computation for the additional amount due is shown below:

Computed tax after correction $1,600.00

Plus school district surtax 160.00

Total tax T $1,760.00
Less tax payments made timely 1,500.00
Total tax “$ 260.00
Penalty 20% for failure to pay 52.00
Interest (4 months interest) 14.56
Tax due “$ 32656

Failure topay penalty was assessed because the tax payments made timely of $1,500 did not const
tute payment of at least 90 percent of the tax required to be shown on the return of $1,760.

Example (t) — Two Audits of a Return Where the First Audit Results in an Assessment, and the
Second Audit Results in an Overpayment

a. $900 was paid during the year as an estimate tax payment.

b. Return was filed timely showing $850 as the computed tax and $50 to be refunded.

c. Return was reviewed in the second month after the due date and it was determined that the
correct computed tax was $1,200. An assessment for the additional amount due is shown below:

Computed tax from audit $1,200.00
Less estimated tax payments 900.00
Additional tax due ~$ 300.00
Penalty 10% for failure to pay 30.00
Interest (2 months interest) 8.40
Total due “$ 33840

d. Taxpayer paid assessment in full in the same month as the assessment was made.

e. Six months after the due date, the taxpayer submitted an amended return, showing $950 as tt
computed tax due.

f.  Audit of the amended return completed 2 months after the filing of the amended return.
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The computation of the overpayment after the filing of the amended return is shown below:

Computed tax from audit $950.00
Less estimated tax payments 900.00
Additional tax due ~$ 50.00
Interest (2 months interest) 1.40
Total due with return ~$ 51.40
Less payment 338.40
Overassessment ~$287.00
Interest (5 months interest) 20.09
Total overpayment ~$307.09

The failure to file penalty was not imposed in the computation of the overpayment from the audit.

The penalty was not imposed, since the tax that had been paid timely was at least 90 percent of the tax
required to be shown.

Example(u) — Return Filed Requesting a Refund Which Was Made, and a Later Audit Resulted in
an Assessment

a. $100 of tax was withheld or paid prior to the due date.

b. The return was filed timely showing $80 as the computed tax, with $20 to be refunded in a
warrant to the taxpayer.

c. The return was processed within 30 days of filing and the $20 was refunded (without interest)
without a complete audit of the taxpayer’s books and records.

d. Six months after the due date of the return, an audit of the taxpayer’s books and records.

The computation of the additional amount due is shown below:

Tax withheld or paid prior to the due date $100.00

Tax shown due on return 80.00

Refund shown on return and made — §$ 20.00

Computed tax from audit —$ 90.00

Tax shown due on return 80.00

Additional tax due ~$ 10.00

Interest .48 (6 months interest)
Total due “$ 10.48

Penalty is not imposed because more than 90 percent of the tax required to be shown due was paid
prior to the due date.

Tax withheld paid prior to due date $100.00 = 111%
Tax required to be shown due $ 90.00

When making this calculation, the total amount of tax withheld or paid prior to the due date should
be used exclusive of any applicable refund or credit to a succeeding tax period.
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10.41(3) Computation for tax due on or after January 1, 1985, but before January 1, &% .

Code section 422.25 provides for a penalty of 5 percent for the failure to pay at least 90 percent of the
tax shown due on or before the due date or for the failure to pay at least 90 percent of the tax required t
be shown due on the return by the due date. The penalty is computed on the amount of tax remainin
unpaidthat is required to be shown as due on the return as distinguished from the amount of tax showr
to be due on the return.

In considering if penalty should be assessed for failure to pay, it must be determined whether tax
payments and credits equal or exceed 90 percent of the tax required to be shown on the return. Ta
required to be shown on the return is defined as those taxes required to be computed under lowa Coc
section 422.5 (income tax, lump-sum tax, and minimum tax) plus school district surtax less the credits
allowed under lowa Code sections 422.10, 422.11 and 422.12. Tax payments or credits to be applie
againsthe tax required to be shown on the return are (1) lowa income taxes withheld, (2) lowa estimate
tax payments, (3) out-of-state tax credits, (4) motor vehicle fuel credits, (5) tax payments made prior to
filing of the return, and (6) any tax payment made with the return.

Therefore, if araudit results in additional tax which was required to be shown as due on the return by
the due date (taking into consideration any extension of time to file a return), so that less than 90 percer
of the tax was paid, the additional tax is subject to penalty for failure to pay. All payments shall be first
applied to the penalty and then to the interest, and the balance, if tieyatoounts of tax then due in
the order specified.

The penalty for failure to pay at least 90 percent of the tax required to be shown due is not subject tc
waiver.

In addition to the penalty computed above, there shall be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department shall bear interest as pr
vided by law from the date of payment of the refund, considering each fraction of a month as an entire
month.

10.41(4) Examples to illustrate the computation of penalty for tax due on or after Janui£83l,
but before January 1, 1987 he following are examples to illustrate the computation of penalty im-
posed under 701—subrule 44.3(4). For the purposes of these examples only, interest has been cor
puted at the rate of eight-tenths of one percent per month. In addition, for the purpose of these exam
ples, the tax due amounts are assumed to be the total amounts required to be shown due whe
consideringvhether the failure to pay penalty should be assessed on the basis that less than 90 perce
of the tax was paid.

Example (a) — Delinquent Return

a. Taxdueis $100.

b. Return filed 3 months and 10 days after the due date.
c. $100 paid with the return.

The calculation for additional tax due is shown below:

Tax $100.00

Penalty 5.00 (5% failure to pay penalty)
Interest 3.20 (4 months interest)

Total "$108.00

Less payment 100.00

Additional tax due $ 8.20
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The computation below shows the total amount due if payment for the additional tax due is not re-
ceiveduntil 6 months after the due date of the return. The example assumes the $8.20 was assessed by
the department during the fourth month.

Additional tax $ 8.20
Interest .13 (2 months interest)
Total due $ 8.33

Example (b) — Timely Filed No Remit
a. Taxdueis $100.
b. Return was timely filed.

c. $0 paid.

The calculation for the total amount due 5 months after the due date is shown below:
Tax $100.00

Penalty 5.00 (5% failure to pay penalty)

Interest 4.00 (5 months interest)

Total $109.00

Example (c) — Late Filed No Remit
a. Taxdueis $100.
b. Return is filed 2 months and 10 days after the due date.

c. $0 paid.

The calculation for the total amount due 3 months after the due date is shown below:
Tax $100.00

Penalty 5.00 (5% failure to pay penalty)

Interest 2.40 (3 months interest)

Total due 3rd month $107.40

The computation below shows the total amount due if the return was filed in the third month, but
payment was not received until the sixth month after the due date.

Total due 3rd month $107.40
Interest 2.40 (3 months interest)
Total $109.80

Example (d) — Timely Filed Partial Payment
a. Taxdue is $100.

b. Return was timely filed.

c. $75is paid with return.
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The calculation for the total amount due 5 months after the due date is shown below:

Tax $100.00

Less payment 75.00

Amount due ~$ 25.00

Additional tax $ 25.00

Penalty 1.25 (5% failure to pay penalty)
Interest 1.00 (5 months interest)

Total due 5th month ~$ 27.25

Example (e) — Timely Filed Partial Payment

a. Taxdueis $100.

b. Return was timely filed.

c. $92is paid with return.

The calculation for the total amount due 5 months after the due date is shown below:

Tax $100.00

Less payment 92.00

Amount due “$ 8.00

Additional tax $ 8.00

Interest .32 (5 months interest)
Total due 5th month ~§ 832

No penalty is due as 90 percent of tax was paid by the due date.

Example (f) — Late Filed Partial Payment

a. Taxdueis $100.

b. Returnis filed 1 month and 10 days after the due date.
c. $75is paid with the return.

The calculation for the additional tax due is shown below:

Tax $100.00

Penalty 5.00 (5% failure to pay penalty)
Interest 1.60 (2 months interest)

Total due ~$106.60

Less payment 75.00

Additional tax due ~$ 31.60

The computation below shows the total amount due if payment for the additional tax is not received
until 6 months after the due date of the return.

Additional tax due $ 31.60
Interest 1.01 (4 months interest)
Total due 6th month $ 32.61
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Example (g) — Audit on Timely Return

a. $100 in additional tax found due.

b. Timely filed return.

c. Audit completed 8 months after the due date of the return.

d. Return showed $100 as the computed tax, which was paid with the return.
The computation for the total amount due is shown below:

Computed tax after audit $200.00

Less paid with return 100.00

Additional tax due ~100.00

Penalty 5.00 (5% failure to pay penalty)
Interest 6.40 (8 months interest)

Total due “$111.40

Failure to pay penalty was assessed since the amount actually paid timely was less than 90 percent
of the tax required to be shown due.

Example (h) — Audit of Timely Filed Return — Ninety Percent of the Tax Required Paid Timely
a. $100 in additional tax found due.

b. Timely filed return.
c. Audit completed 8 months after the due date of the return.
d. Return showed $1,900 as computed tax, which was paid with the return.

Computed tax after audit $2,000.00

Less tax paid with return 1,900.00

Additional tax due ~$ 100.00

Interest 6.40 (8 months interest)
Total due ~$ 106.40

No penalty was assessed in the above case because at least 90 percent of the tax required to be paid
with the return was paid timely.

Example (i) — Audit on Late Filed Return

$100 in additional tax found due.

Return was filed 10 days after the due date.

Penalty and interest, as well as tax were paid with the return.
$100 shown as tax due when the return was filed.

Audit was completed 8 months after the due date of the returns.

®Poo0oT
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The computation for the total amount due is shown below:

Tax $200.00

Penalty 10.00 (5% failure to pay penalty)
Interest 1.60

Total due “$211.60

Less payment 105.80

Additional tax due ~$105.80

Interest 5.93 (7 months interest)

Total due T$111.73

Example (j) — Audit on Late Filed Return — Ninety Percent of the Tax Paid by the Due Date

a. $100 in additional tax found due.

b. Return was filed 10 days after the due date.

c. Return showed $1,900 as the computed tax.

d. $1,850 was paid through withholding and estimated tax.

e. No interest was paid with the filing of the return.

f.  Audit was completed 8 months after the due date of the return.
The computation for the total amount due is shown below:

Tax $2,000.00

Less withholding and estimated tax 1,850.00

Additional tax $ 150.00

Interest 1.20 (1 month interest)
Total due $ 151.20

Less paid with return 50.00

Additional tax $ 10120

Interest 5.67 (7 months interest)
Total due $ 106.87

Failure to pay penalty was not assessed, since the amount paid by the due date was 90 percent
more of the amount required to be shown due.

Example (k) — Audit on Late Filed Partial Pay Return

$100 in additional tax found due.

Return was filed 10 days after the due date.

$75 was paid with the return.

$100 tax shown as due on the return.

Audit completed 8 months after the due date of the return.

P20 0w
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The computation for the total amount due is shown below:

Tax $200.00

Penalty 10.00 (5% failure to pay penalty)
Interest 1.60 (1 month interest)

Total due “$211.60

Less payment 75.00

Additional tax due ~$136.60

Interest 7.65 (7 months interest)

Total due “$144.25

Example (I) — Audit No Return Filed

a. $200 tax found due.

b. No return filed.

c. Audit completed 8 months after the due date of the return.
The computation for the total amount due is shown below:

Tax $200.00

Penalty 10.00 (5% failure to pay penalty)
Interest 12.80 (8 months interest)

Total due ~$222.80

Example (m) — Audit on Late Filed No Remit Return

a. $100 claimed as tax on the return.

b. $100 additional tax found due.

c. Return filed 4 months and 10 days after the due date.
d. Audit completed 11 months after the due date.

The computation for the total amount due is shown below:

Tax $200.00

Penalty 10.00 (5% failure to pay penalty)
Interest 17.60 (11 months interest)

Total due “$227.60

Example (n) — Late Filed Return With Extension No Remit
a. Taxdueis $100.

b. Taxpayer has valid extension through October 31.

c. Return was filed October 31, with no payment.

IAC 1/23/91, 9/24/97

The calculation for the total amount due 2 months after the return was filed is shown below:

Tax $100.00

Penalty 5.00 (5% failure to pay penalty)
Interest 6.40 (8 months interest)

Total due “$111.40

No penalty is assessed during the period of the extension.
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Example (0) — Return Filed During Period of Extension Without Payment of Interest
a. Tax shown due is $2,000.

b. Taxpayer has valid extension through October 31.

c. $2,000 paid with the filing of the return on October 31.

d. Audit is performed 6 months after the filing date.

Tax $2,000.00

Interest 96.00 (6 months interest)
Total $2,096.00

Less payment 2,000.00

Additional tax due “$  96.00

Interest 4.60 (6 months interest)
Total due ~$ 100.60

No failure to pay penalty was assessed because at least 90 percent of the tax required to be shoy
due was paid by the extended due date.

Example (p) — Audit of Timely Filed Return With Extension

a. $100 in additional tax found due.

b. Extension of 4 months was requested.

c. $100 in estimated tax paid with extension.

d. Return filed 2 months after the original due date showing tax due of $100. (Filed timely in
extension period.)

e. Audit completed 4 months after filing date.

The computation for the total amount is shown below:

Computed tax after audit $200.00

Less tax paid with return 100.00

Additional tax due ~$100.00

Penalty 5.00 (5% failure to pay penalty)
Interest 4.80 (6 months interest)

Total due ~$109.80

Failure to pay penalty does not begin to accrue until after the extension period.

Example(q) — Audit of Return Where Payment With Return Does Not Exceed Penalty and Interest
a. $200 in additional tax found due.

b. Return was filed 1 month and 15 days after the due date.

c. Return shows $10 as the computed tax which was paid when the return was filed.
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The calculation for the additional amount due after the filing of the return is shown below:

Computed tax after audit $210.00

Penalty 10.50 (5% failure to pay penalty)
Interest 3.36 (2 months interest)

Total due with return T$223.86

Less paid with return 10.00

Computed tax after payment ~$210.00

Penalty after payment .50

Interest after payment 3.36

Balance remaining after payment with return ~ $213.86

The computation below shows the total amount due if the payment for the additional tax due is not
received until 6 months after the due date of the return.

Tax remaining due $210.00

Interest 6.72 (4 months interest)
Penalty (balance of failure to pay penalty) .50

Interest (amount due with filing of return) 3.36

Total due 6 months ~$220.58

Interest accrues on unpaid tax only, not on unpaid penalty and interest.

Example(r) — Two Audits of a Return Where the First Audit Results in a Refund, and the Second
Audit Results in an Assessment

a. $250 was paid during the year as estimated tax payments.

b. Return was filed timely showing $100 as the computed tax due, $50 to be credited against the
next year’s estimated payments and $100 to be refunded in a warrant to the taxpayer.

c. Return was audited within 30 days of filing, all information was found to be correct and the
$100 was refunded (without interest).

d. Eight months after the due date of the original return, taxpayer filed an amended lowa return,

due to an amended federal return, showing $300 as the computed tax due and paying $200 with the
amended return.

e. Audit completed 2 months after the filing of the amended return.
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The computation for the additional amount due after the filing of the amended return is shown be-
low:

Computed tax from audit $300.00
Less estimated tax payment 250.00
Additional tax due ~$ 50.00
Penalty 2.50 (5% failure to pay penalty)
Plus amount refunded 100.00
Plus credit to estimated tax 50.00
Plus interest on additional amount due, on amount
refunded and on amount credited to estimated tax 12.80 (8 months interest)
Total due when amended return was filed $215.30
Less payment with amended return 200.00
Additional tax due ~$ 15.30
Interest .25 (2 months interest)
Total due $ 15.55

Penalty can be imposed only upon the additional tax due after consideration of all timely payments
and credits.

Example (s) — Return Filed for Refund That Results in a Tax Liability

a. Return was filed timely showing total tax payments of $1,500 (income tax withheld of $400,
estimate payments of $800 and an out-of-state tax credit of $300).

b. Return showed a refund of $180 as computed tax after nonrefundable credits was $1,200 an
school district surtax was 10 percent of the income tax liability or $120.

c. Processing dhereturn determined that actual computed tax for the return after nonrefundable
credits was $1,600 and the school district surtax was $160.

d. Correction of the return was completed 3 months and 10 days after the due date.

The computation for the additional amount due is shown below:

Computed tax after correction $1,600.00

Plus school district surtax 160.00

Total tax "$1,760.00

Less payment made timely 1,500.00

Additional tax due ~$ 260.00

Penalty 13.00 (5% failure to pay penalty)
Interest 8.32 (4 months interest)

Tax due “$ 281.32

Failure topay penalty was assessed because the tax payments made timely of $1,500 did not const
tute payment of at least 90 percent of the tax required to be shown due on the return of $1,760.
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Example (t) — Two Audits of a Return Where the First Audit Results in an Assessment, and the
Second Audit Results in an Overpayment

a. $900 was paid during the year as an estimated tax payment.

b. Return was filed timely showing $850 as the computed tax and $50 to be refunded.

c. Return was reviewed in the second month after the due date and it was determined that the
correctly computed tax was $1,200. An assessment for the additional amount due is shown below:

Computed tax from audit $1,200.00

Less estimated tax payment 900.00

Additional tax due ~$ 300.00

Penalty 15.00 (5% failure to pay penalty)
Interest 4.80 (2 months interest)

Total due “$ 319.80

d. Taxpayer paid the assessment in full in the same month as the assessment was made.

e. Six months after the due date, the taxpayer submitted an amended return, showing $960 as the
computed tax due.

f.  Audit of the amended return was completed 2 months after the filing of the amended return.

The computation of the overpayment after the filing of the amended return is shown below:

Computed tax from audit $950.00

Less estimated tax payment 900.00

Additional tax due ~$ 50.00

Interest .80 (2 months interest)
Total due with return ~$ 50.80

Less payment 319.80

Overassessment ~$269.00

Interest 10.75 (5 months interest)
Total overpayment ~$279.75

The failure to pay penalty was not imposed in the computation of the overpayment from the audit.
The penalty was not imposed, since the tax that had been paid timely was at least 90 percent of the tax
required to be shown due.

Example(u) — Return Filed Requesting a Refund Which Was Made, and a Later Audit Resulted in
an Assessment

a. $100 of tax was withheld or paid prior to the due date.

b. The return was filed timely showing $80 as the computed tax, with $20 to be refunded in a
warrant to the taxpayer.

c. The return was processed within 30 days of filing and the $20 was refunded (without interest)
without a complete audit of the taxpayer’s books and records.

d. Six months after the due date of the return, an audit of the taxpayer’s books and records.
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The computation of the additional amount due is shown below:

Tax withheld or paid prior to the due date $100.00

Tax shown due on return 80.00

Refund shown on return and made — $ 20.00

Computed tax from audit —$ 90.00

Tax shown due on return 80.00

Additional tax due ~$ 10.00

Interest .48 (6 months interest)
Total due “$ 10.48

Penalty is not imposed because more than 90 percent of the tax required to be shown due was pa
prior to the due date.

Tax withheld paid prior to due date $100.Q0111%
Tax required to be shown due $ 90.00

When making this calculation, the total amount of tax withheld or paid prior to the due date should
be used exclusive of any applicable refund or credit to a succeeding tax period.

10.41(5) Computation for tax due on or after January 1, 1987, but for tax periods ebefage
January 1,1991. lowa Code section 422.25 provides for a penalty of 7.5 percent for the failure to pay at
least 9(percent of the tax shown due on or before the due date or for the failure to pay at least 90 percer
of the tax required to be shown due on the return by the due date. The penalty is computed on th
amount oftax remaining unpaid that is required to be shown as due on the return as distinguished from
the amount of tax shown to be due on the return.

In considering if penalty should be assessed for failure to pay, it must be determined whether tax
payments and credits equal or exceed 90 percent of the tax required to be shown on the return. Te
required to be shown on the return is defined as those taxes required to be computed under lowa Coc
section 422.5 (income tax, lump-sum tax, and minimum tax) plus school district surtax less the credits
allowedunder lowa Code sections 422.10, 422.11, 422.40é.422.12. Tax payments or credits to be
appliedagainst the tax required to be shown on the return are (1) lowa income taxes withheld, (2) lowa
estimate tax payments, (3) out-of-state tax credits, (4) motor vehicle fuel credits, (5) tax payments
made prior to filing of the return, and (6) any tax payment made with the return.

Therefore, if araudit results in additional tax which was required to be shown as due on the return by
the due date so that less than 90 percent of the tax was paid, the additional tax is subject to penalty fa
failure to pay.All payments must be first applied to the penalty and then to the interest, and the balance,
if any, to the amounts of tax then due.

The penalty for failure to pay at least 90 percent of the tax required to be shown due is not subject tc
waiver.
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In addition to the penalty computed above, there will be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department will bear interest as pro-
vided by law from the date of payment of the refund, considering each fraction of a month as an entire
month.

See rule 701—10.5(421) for statutory exceptions to penalty for taxes due and payable on or after
January 11987, but for tax periods ending before January 1, 1991. See rule 701—10.8(421) for statu-
tory exceptions to penalty for tax periods due and payable beginning on or after January 1, 1991.

10.41(6) Examples to illustrate the computation of penalty for tax due on or after JahUEgg7,
but for tax periods ending before January 1, 19%he following are examples to illustrate the com-
putation of penalty imposed under subrule 10.41(4). For the purpose of these examples only, interest
has been computed at the rate of eight-tenths of one percent per month. In addition, for the purpose of
these examples, the tax due amounts are assumed to be the total amounts required to be shown due
when considering whether the failure to pay penalty should be assessed on the basis that less than 90
percent of the tax was paid.

For additional examples to illustrate the computation of penalty see subrule 10.41(4) except for ex-
ample “p.” The examples in subrule 10.41(4) show penalty computed at 5 percent, however, penalty
for failure to pay taxes due on or after January 1, 1987, but for tax periods ending before January 1,
1991, is7.5 percent. See subrule 10.6(5) for examples of computation of penalty for tax periods begin-
ning on or after January 1, 1991.

Example (a) — Late Filed Return With Extension, No Remit

a. Tax due is $100.

b. Taxpayer has valid extension through October 31.

c. Return was filed October 31, with no payment.

The calculation for the total amount due 2 months after the return was filed is shown below:

Tax $100.00

Penalty 7.50 (7.5% failure to pay penalty)
Interest 6.40 (8 months interest)

Total due “$113.90

Penalty is assessed during the period of the extension.

Example (b) — Return Filed During Period of Extension Without Payment of Interest
a. Tax shown due is $2,000.

b. Taxpayer has valid extension through October 31.

c. $2,000 paid with the filing of the return on October 31.

d. Auditis performed 6 months after the filing date.
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Tax

Penalty

Interest

Total

Less payment
Additional tax due
Interest

Total due

Revenue and Finance[701]

$2,000.00
150.00 (7.5% failure to pay penalty)
96.00 (6 months interest)
$2,246.00
2,000.00
~$ 246.00
11.81 (6 months interest)
“§ 25781

Ch 10, p.41

Failure to pay penalty was assessed because at least 90 percent of the tax required to be shown d
was not paid by the due date.

Example (c) — Second Audit of a Return Filed During Period of Extension, Ninety Percent Not

Paid by the Due Date, an Amended Return Filed With Payment of Tax and Statutory Interest

OIS S

Tax

Less estimated payments

Tax due
Penalty
Interest

Total due

Paid with return
Additional due
Interest

Total due

Tax shown on return, $2,000.

Taxpayer has extension through October 31.
Estimated payments made, $1,500.

$500 paid with the filing of the return on October 31.
Audit is performed 6 months after the filing date.

$2,000.00
1,500.00
500.00

37.50 (7.5% failure to pay penalty)

24.00 (6 months interest)
“$ 561.50
500.00
“$ 6150
2.95 (6 months interest)
§ 6445

One year after the return was filed, the taxpayer filed an amended return and paid $200 additiona

tax and $28.80 interest.
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Six months after the amended return was filed, the amended return was audited and $100.00 addi-
tional tax was found due. Computation of the amount due is as follows:

Tax $2,300.00
Less estimated payments 1,500.00
Tax due $ 800.00

Penalty 45.00 (7.5% failure to pay penalty on $600)
Interest 38.40 (6 months interest)
Total due “$ 883.40

Paid with return 500.00

Additional due $ 383.40

Interest 18.40 (6 months interest)
Total due $ 401.80

Paid one year after return was

due as a result of audit 64.45

Additional due $ 337.35

Interest 16.19 (6 months interest)
Total due $ 353.54

Paid with amended return 228.80

Additional due $ 12474

Interest 5.99 (6 months interest)
Total due $ 130.73

Penalty is assessed on $600 because less than 90 percent of the tax required to be shown due was
paid by the due date. The $200 paid with the amended return does not accrue penalty. See subrule
10.5(1).

Example (d) — Audit of Timely Filed Return With Extension

Tax shown due is $2,900.

Taxpayer has an extension through October 31.

$2,500 in estimated tax paid during the tax year.

$300 in estimated tax paid with timely extension request.

$100 paid with the filing of the return on August 31.

Audit completed 6 months after filing date. $200 in additional tax found due.
The computation for the total amount is shown below:

~oooop

Computed tax after audit $3,100.00

Less paid on or before due date 2,800.00

Additional tax due ~$ 300.00

Interest 9.60 (4 months interest)
Total due “$ 309.60

Less paid with return 100.00

Balance remaining after payment with return  $ 209.60

Interest 10.06 (6 months interest)
Total due $ 219.66
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Failure topay penalty does not accrue because 90 percent of the tax required to be shown due on th
return was paid on or before the due date of the return.

Example(e) — Two Audits of a Return Where the First Audit Results in a Refund, and the Second
Audit Results in an Assessment

a. $250 was paid during the year as estimated tax payments.

b. Return was filed timely showing $100 as the computed tax due, $50 to be credited against the
next year’s estimated payments and $100 to be refunded in a warrant to the taxpayer.

c. Return was audited within 30 days of filing, all information was found to be correct and the
$100 was refunded (without interest).

d. Eight months after the due date of the original return, taxpayer filed an amended lowa return,
due to an amended federal return, showing $300 as the computed tax due and paying $200 with th
amended return.

e. Audit completed 2 months after the filing of the amended return.

The computation for the additional amount due after the filing of the amended return is shown be-
low:

Computed tax from audit $300.00
Less estimated tax payment 250.00
Additional tax due ~$ 50.00
Plus amount refunded 100.00
Plus credit to estimated tax 50.00
Plus interest on additional amount due, on amount
refunded and on amount credited to estimated tax 12.80 (8 months interest)
Total due when amended return was filed $212.80
Less payment with amended return 200.00
Additional tax due $ 12.80
Interest .20 (2 months interest)
Total due “$ 13.00

Penalty can be imposed only upon the additional tax due after consideration of all timely payments
and credits. No penalty due because taxpayer filed an amended return prior to any contact by the de
partment.

This rule is intended to implement lowa Code sections 421.7 and 422.25.

701—10.42(422) Interest commencing on or after January 1, 1983ee rule 701—10.2(421) re-
garding the rate of interest charged by the department on delinquent taxes and the rate paid by the d
partment on refunds commencing on or after January 1, 1982.

This rule is intended to implement lowa Code section 422.7.
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701—10.43(422) Request for waiver of penaltylhis rule is only applicable to tax that is due on or
before December 31, 1984. Any taxpayer who believes good reason exists to object to any penalty
imposed by the department for failure to timely file a return may submit a request for waiver seeking
that the penalty be waived. If it can be shown to the director’s satisfaction that the failure was due to
reasonable cause and not due to willful neglect, the penalty will be adjusted accordingly. The request
must be irthe form of an didavit and must contain all facts alleged as reasonable cause for the taxpay-
er’s failure to file a return as required by law.

There must be two showings. The first is that the failure to act was not due to willful neglect, and
secondlythe failure to act was due to reasonable cause. A showing that the failure to act was not due to
“willful neglect” does not presume that the failure was due to “reasonable cause.”

Any taxpayer who believes the taxpayer has good reason to object to any penalty imposed by the
department for failure to timely pay may submit a request for waiver seeking that the penalty be
waived. If itcan be shown to the director’s satisfaction that the failure was due to reasonable cause, the
penalty will be adjusted accordingl¥he request must be in the form of an affidavit and must contain
all facts alleged as reasonable cause for the taxpayer’s failure to pay the tax as required by law.

The following are examples of situations that may be accepted by the director as being reasonable
cause:

10.43(1) Where the return or payment was filed on time, but filed erroneously with the Internal
Revenue Service or another state agency.

10.43(2) A showing that the completed return was mailed in time to reach the department in the
normal course of mails, within the legal period. If the due date is a Saturday, Sunday or legal holiday,
the following business day is within the legal period.

10.43(3) Where the delay was caused by death or serious illness of the taxpayer responsible for
filing.

10.43(4) Where the delay was caused by prolonged unavoidable absence of the taxpayer responsi-
ble for filing.

10.43(5) Where the delinquency was caused by the destruction by fire or other casualty of the tax-
payer’s records.

10.43(6) A showing that the delay or failure was due to erroneous information given the taxpayer
by an employee of the department.

Where the taxpayer fails to remit the tax due with the filing of the return on or before the due date,
penalty will be imposed on the unpaid balance unless it can be shown that reasonable cause for such
failure existed.

10.43(7) If the taxpayer exercised ordinary business care and prudence and was nevertheless un-
able tdfile the return within the prescribed time, then the delay is due to a reasonable cause. A failure to
pay will be considered to be due to reasonable cause to the extent that the taxpayer has made a satisfac-
tory showing that ordinary business care and prudence were exercised in providing for payment of the
tax liability and was nevertheless either unable to pay the tax or wuaffitd an undue hardship if the
taxpayer paid on the due date. What constitutes ordinary business care and prudence must be deter-
mined bythe particular facts of a particular cademnstrong’sinc. v. lowa Department of Reven32p
N.W.2d 623 (lowa 1982).

This rule is intended to implement lowa Code sections 422.25 and 422.58.

701—10.44to0 10.49 Reserved.
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WITHHOLDING
[Prior to 1/23/91, see 701—46.5(422)]

701—10.50(422) Penalty and interest.

10.50(1) For tax due before January 1, 198%ee rule 10.41(422) and subrules 10.41(1) and
10.41(2) for application and computation of penalty and interest on withholding taxes.

10.50(2) For tax due on or after January 1, 1985, but before January 1,.1@87a Code section
422.16provides for a penalty of 10 percent for the failure to pay at least 90 percent of the tax shown due
on or before the due date or for the failure to pay at least 90 percent of the tax required to be shown du
on the return by the due date. The penalty is computed on the amount of tax remaining unpaid that i
required to bahown due on the return as distinguished from the amount of tax shown to be due on the
return.

The penalty for failure to pay at least 90 percent of the tax required to be shown due is not subject tc
waiver.

For examples on application of penalties, refer to subrule 10.41(4). The penalty assessed in thes
examples is 5 percent, where for withholding tax, the penalty is 10 percent for fagayeaioleast 90
percent of the tax shown due on or before the due date or for failure to pay at least 90 percent of the ta
required to be shown due on the return by the due date.

10.50(3) For tax due on or after January 1, 1987, but for tax periods ending before January 1,
1991. lowa Code section 422.16 provides for a penalty of 15 percent for the failure to pay at least 90
percent othe tax shown due on or before the due date or for the failure to pay at least 90 percent of the
tax required to be shown due on the return by the due date. The penalty is computed on the amount
tax remaining unpaid that is required to be shown due on the return as distinguished from the amount ¢
tax shown to be due on the return.

The penalty for failure to pay at least 90 percent of the tax required to be shown due is not subject tc
waiver.

For examples on application of penalties, refer to subrule 10.41(6). The penalty assessed in thes
examples is 7.5 percent, where for withholding tax, the penalty is 15 percent for failure to pay at least
90 percent of the tax shown due on or before the due date or for failure to pay at least 90 percent of th
tax required to be shown due on the return by the due date.

See rule 701—10.5(421) for statutory exceptions to penalty for taxes due and payable on or aftel
January 11987, but for tax periods ending before January 1, 1991. See rule 701—10.8(421) for statu-
tory exceptions to penalty for tax periods beginning on or after January 1, 1991.

This rule is intended to implement lowa Code section 422.16.

701—10.51to 10.55 Reserved.

CORPORATE
[Prior to 1/23/91, see subrule 701—52.5(3) and rule 701—52.10(422)]

701—10.56(422) Penalty and intest. In computing penalty and interest for failure to file a timely
return or to pay the minimum tax, refer to subrules 10.57(1) and 10.57(2). Effective for tax years be-
ginning on or after January 1, 1986, estimate payments are required for minimum tax.
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701—10.57(422) Penalty and interest.

10.57(1) Computation for tax payments due on or after January 1, 1981, but Befuary 1,
1982.The filing of the return within the period prescribed by law and the payment of the tax required to
be shown thereon are simultaneous acts and if either condition is not met, a penalty shall be assessed,
unless it is shown that such failure was due to reasonable cause.

A penalty of 5 percent per month, not to exceed 25 percent in the aggregate, is imposed for failure to
file areturn or pay the tax due. In case there is both a failure to file and a failure to pay, the penalty for
failure tofile shall be in lieu of the penalty for failure to pay. However, the imposition of the penalty for
failure to file does not preclude the imposition for failure to pay, if after the return is filed, there is a
continued failure to pay the tax due during the five-month period after the tax was due (taking into
consideratiorany extensions of time to file the return). The combined penalties for failure to file or pay
shall not exceed 25 percent of the tax due. For purposes of computing the penalty in case of failure to
file a return or failure to pay the tax required to be paid with the filing of the return, the amount of tax
required to bshown on the return shall be reduced by the amount of any part of the tax which is paid on
or before the date prescribed for payment of the tax and by the amount of any credit against the tax
which may legally be claimed on the return. If a return is determined to be delinquent, then the penalty
shall continue to be assessed on any additional amounts of tax determined to be due. The percent of
penalty applied to additional amounts of tax determined to be due shall be limited to the percentage
which had accrued when the initial penalty was assessed and paid.

All payments shall be first applied to the penalty and then the interest, and the balance, if any, to the
amount of tax then due, in the order specified.

A return filed within the period of an extension granted will not be considered delinquent.

In addition to the penalty computed above there shall be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department shall bear interest as pro-
vided bylaw from the date of payment and the refund, considering each fraction of a month as an entire
month.

10.57(2) Computation for tax due on or after January 1, 1982, but before January 1, T885.
filing of the return within the period prescribed by law and the payment of the tax required to be shown
thereon are simultaneous acts and if either condition is not met, a penalty shall be assessed unless it is
shown that such failure was due to reasonable cause.

Sectiond22.25 provides a penalty of 5 percent per month, not to exceed 25 percent in the aggregate,
for the failure to file a return or for the failure to pay at least 90 percent of tax required to be shown due.
In case there is both a failure to file and a failure to pay, the penalty for failure to file shall be in lieu of
the penalty for failure to pay. However, the imposition of the penalty for failure to file does not pre-
cludethe imposition of a penalty for failure to pay, if after the return is filed, there is a continued failure
to pay at least 90 percent of the tax during the five-month period after the tax was due (taking into con-
siderationany extensions of time to file a return). The combined penalties for failure to file or pay shall
not exceed 25 percent of the tax due. The penalties are computed on the amount of the tax remaining
unpaid that is required to be shown as due on the return as distinguished from the amount of the tax
shown to be due on the return.
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In considering if penalty should be assessed for failure to pay, it must be determined whether tax
payments and credits equal or exceed 90 percent of the tax required to be shown on the return. Ta
required to belown on the return is defined as those taxes required to be computed under division IlI
of lowa Code chapter 422 (income tax and minimum tax). Tax payments or credits to be applied
againsthe tax required to be shown on the return are (1) lowa estimate tax payments, (2) motor vehicle
fuel tax credits, (3) tax payments made prior to the filing of the return, and (4) any tax payment made
with the return.

Therefore, if araudit results in additional tax which was required to be shown as due on the return by
the due date (taking into consideration any extension of time to file a return), so that less than 90 percer
of the tax was paid, the additional tax is subject to penalty for failure to pay, unless the failure was due t
reasonable cause. All payments shall be first applied to the penalty and then to the interest, and th
balance, if any, to the amounts of tax then due in the order specified.

In addition to the penalty computed above, there shall be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department shall bear interest as pr
vided by law from the date of payment of the refund, considering each fraction of a month as an entire
month. See rule 701—10.2(421) for the statutory interest rate commencing on or after January 1, 1982

For examples on application of penalties, refer to subrule 10.41(2).

10.57(3) Computation for tax due on or after January 1, 1985, but before January 1, [t9&%.

Code section 422.25 provides for a penalty of 5 percent for the failure to pay at least 90 percent of the
tax shown due on or before the due date or for the failure to pay at least 90 percent of the tax required t
be shown due on the return by the due date. The penalty is computed on the amount of tax remainin
unpaidthat is required to be shown as due on the return as distinguished from the amount of tax showr
to be due on the return.

In considering if penalty should be assessed for failure to pay, it must be determined whether tax
payments and credits equal or exceed 90 percent of the tax required to be shown on the return. Ta
required to be shown on the return is defined as those taxes required to be computed under lowa Coc
chapterd22, division Il (income tax and minimum tax). Tax payments or credits to be applied against
the tax required to be shown on the return are (1) lowa estimate tax payments, (2) motor vehicle fuel ta;
credits, (3) tax payments made prior to the filing of the return, (4) any tax payment made with the re-
turn, and (5) credits allowed under lowa Code section 422.33.

Therefore, if araudit results in additional tax which was required to be shown as due on the return by
the due date (taking into consideration any extension of time to file a return), so that less than 90 percer
of the tax was paid, the additional tax is subject to penalty for failure to pay. All payments shall be first
applied to the penalty and then to the interest, and the balance, if tieyatoounts of tax then due in
the order specified.

The penalty for failure to pay at least 90 percent of the tax required to be shown due is not subject tc
waiver.

In addition to the penalty computed above, there shall be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department shall bear interest as pr
vided by law from the date of payment of the refund, considering each fraction of a month as an entire
month. See rule 701—10.2(421) for the statutory interest rate commencing on or after January 1, 1982

For examples on application of penalties, refer to subrule 10.41(4).
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10.57(4) Computation for tax due on or after January 1, 1987, but for tax periods ebefioge
January 1,1991. lowa Code section 422.25 provides for a penalty of 7.5 percent for the failure to pay at
least 9(percent of the tax shown due on or before the due date or for the failure to pay at least 90 percent
of the tax required to be shown due on the return by the due date. The penalty is computed on the
amount oftax remaining unpaid that is required to be shown as due on the return as distinguished from
the amount of tax shown to be due on the return.

In considering if penalty should be assessed for failure to pay, it must be determined whether tax
payments and credits equal or exceed 90 percent of the tax required to be shown on the return. Tax
required to be shown on the return is defined as those taxes required to be computed under lowa Code
chapterd22, division Il (income tax and minimum tax). Tax payments or credits to be applied against
the tax required to be shown on the return are (1) lowa estimate tax payments, (2) motor vehicle fuel tax
credits, (3) tax payments made prior to the filing of the return, (4) any tax payment made with the re-
turn, and (5) credits allowed under lowa Code section 422.33.

Therefore, if araudit results in additional tax which was required to be shown as due on the return by
the due date so that less than 90 percent of the tax was paid, the additional tax is subject to penalty for
failure to pay.All payments must be first applied to the penalty and then to the interest, and the balance,
if any, to the amounts of tax then due.

The penalty for failure to pay at least 90 percent of the tax required to be shown due is not subject to
waiver.

In addition to the penalty computed above, there will be added interest as provided by law from the
original due date of the return. Any portion of the tax imposed by statute which has been erroneously
refundedand which is recoverable by the department will bear interest as provided by law from the date
of payment of the refund, considering each fraction of a month as an entire month. See rule
701—10.2(421) for the statutory interest rate commencing on or after January 1, 1982.

For examples on application of penalties for tax periods ending before January 1, 1991, refer to sub-
rule 10.41(6). See subrule 10.6(5) for examples on application of penalties for tax periods beginning
on or after January 1, 1991.

See rule 701—10.5(421) for statutory exceptions to penalty for taxes due and payable on or after
January 11987, but for tax periods ending before January 1, 1991. See rule 701—10.8(421) for statu-
tory exceptions to penalty for tax periods beginning on or after January 1, 1991.

10.57(5) Request for waiver of penaltyhis subrule is only applicable to tax that is due on or be-
fore December 31, 1984. Any taxpayer who believes the taxpayer has good reason to object to any
penalty imposed by the department for failure to timely file a return may submit a request for waiver
seekingthat the penalty be waived. If it can be shown to the director’s satisfaction that the failure was
due to reasonable cause and not due to willful neglect, the penalty will be adjusted accordingly. The
request must be in the form of an affidavit and must contain all facts alleged as reasonable cause for
taxpayer’s failure to file a return as required by law.

There must be two showings. The first is that the failure to act was not due to willful neglect, and
secondlythe failure was due to reasonable cause. A showing that the failure to act was not due to “will-
ful neglect” does not presume that the failure was due to “reasonable cause.”

Any taxpayer who believes the taxpayer has good reason to object to any penalty imposed by the
department for failure to timely pay may submit a request for waiver seeking that the penalty be
waived. If itcan be shown to the director’s satisfaction that the failure was due to reasonable cause, the
penalty will be adjusted accordingl¥he request must be in the form of an affidavit and must contain
all facts alleged as reasonable cause for the taxpayer’s failure to pay the tax as required by law.
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The following are examples of situations that may be accepted by the director as being reasonabls
cause:

a. Wherethe return or payment was filed on time, but filed erroneously with the Internal Revenue
Service or another state agency.

b. A showing that the completed return was mailed in time to reach the department in the normal
course of mails, within the legal period. If the due date is a Saturday, Sunday, or legal holiday, the
following business day is within the legal period.

c. Where the delay was caused by death or serious illness of the officer responsible for filing.

d. Where the delay was caused by prolonged unavoidable absence of the officer responsible fol
filing.

e. Wherethe delinquency was caused by the destruction by fire or other casualty of the taxpayer’s
place of business or business records.

f. A showing that the delay or failure was due to erroneous information given the taxpayer by an
employee of the department.

g. A waiver of penalty will generally apply where a taxpayer has timely filed a return under the
provisions of Internal Revenue regulation 1.1502-76(c).

h. If the taxpayer exercised ordinary business care and prudence and was nevertheless unable
file the return within the prescribed time, then the delay is due to a reasonable cause. A failure to pay
will be considered to be due to reasonable cause to the extent that the taxpayer has made a satisfact
showing that ordinary business care and prudence were exercised in providing for payment of the ta
liability and was nevertheless either unable to pay the tax or would suffer an undue hardship if the tax:
payer paid on the due date. What constitutes ordinary business care and prudence must be determin
by the particular facts of a particular cademstrong’s Inc. v. lowa Department of Revere)

N.W.2d 623 (lowa 1982).
This rule is intended to implement lowa Code section 422.25.

701—10.58(422) \afver of penalty and interest. Taxpayers who are affected by the change in taxa-
tion of intangibles and were unable to timely file a correct corporation income tax return for a tax year
beginning on oafter January 1, 1995, and before December 31, 1995, because the department had nc
providedguidance in the form of rules, will not be subject to penalty for failure to pay the tax due until
four months after the April 3, 1996, effective date of ARC 6269A published in the lowa Administrative
Bulletin, Volume XVIII, Number 28, February 28, 1996, or the normal due date considering any exten-
sion of time to file, whichever ihe later. Interest will not be due on the amount of tax due because of
the change in the taxation of intangible income until August 3, 1996. See 1968 Op. Att'y Gen. 416.
This rule is intended to implement lowa Code section 422.33(1).

701—10.5%0 10.65 Reserved.
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FINANCIAL INSTITUTIONS
[Prior to 1/23/91, see 701—58.6(422)]

701—10.66(422) Penalty and interest.

10.66(1) Computation for tax payments due on or after January 1, 1981, but before January 1,
1982.The filing of the return within the period prescribed by law and the payment of the tax required to
be shown thereon are simultaneous acts and if either condition is not met, a penalty shall be assessed,
unless it is shown that such failure was due to reasonable cause.

A penalty of 5 percent per month, not to exceed 25 percent in the aggregate, is imposed for failure to
file a returnor pay the tax due. In case there is both a failure to file and a failure to pay, the penalty for
failure tofile shall be in lieu of the penalty for failure to pay. However, the imposition of the penalty for
failure to file does not preclude the imposition for failure to pay, if after the return is filed, there is a
continued failure to pay the tax due during the five-month period after the tax was due (taking into
consideration any extensions of time to file a return). The combined penalties for failure to file or pay
shall not exceed 25 percent of the tax due. For purposes of computing the penalty in case of failure to
file a return or failure to pay the tax required to be paid with the filing of the return, the amount of tax
required to beshown on the return shall be reduced by the amount of any part of the tax which is paid on
or before the date prescribed for payment of the tax and by the amount of any credit against the tax
which may legally be claimed on the return. If a return is determined to be delinquent, then the penalty
shall continue to be assessed on any additional amounts of tax determined to be due. The percent of
penalty applied to additional amounts of tax determined to be due shall be limited to the percentage
which had accrued when the initial penalty was assessed and paid.

All payments shall be first applied to the penalty and then the interest, and the balance, if any, to the
amount of tax then due, in the order specified.

A return filed within the period of an extension granted will not be considered delinquent.

In addition to the penalty computed above there shall be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department shall bear interest as pro-
vided bylaw from the date of payment and the refund, considering each fraction of a month as an entire
month.

10.66(2) Computation for tax due on or after January 1, 1982, but before January 1, TB85.
filing of the return within the period prescribed by law and the payment of the tax required to be shown
thereon are simultaneous acts and if either condition is not met, a penalty shall be assessed unless it is
shown that such failure was due to reasonable cause.

Sectiond22.25 provides a penalty of 5 percent per month, not to exceed 25 percent in the aggregate,
for the failure to file a return or for the failure to pay at least 90 percent of tax required to be shown due.
In case there is both a failure to file and a failure to pay, the penalty for failure to file shall be in lieu of
the penalty for failure to pay. However, the imposition of the penalty for failure to file does not pre-
cludethe imposition of a penalty for failure to pay, if after the return is filed, there is a continued failure
to pay at least 90 percent of the tax during the five-month period after the tax was due (taking into con-
siderationany extensions of time to file a return). The combined penalties for failure to file or pay shall
not exceed 25 percent of the tax due. The penalties are computed on the amount of the tax remaining
unpaid that is required to be shown as due on the return as distinguished from the amount of the tax
shown to be due on the return.



IAC 1/23/91, 9/24/97 Revenue and Finance[701] Ch 10, p.51

In considering if penalty should be assessed for failure to pay, it must be determined whether tax
payments and credits equal or exceed 90 percent of the tax required to be shown on the return. Ta
required to behown on the return is defined as those taxes required to be computed under division V of
lowa Code chapter 422 (franchise tax and minimum tax). Tax payments or credits to be applied agains
the tax required to be shown on the return are (1) lowa estimate tax payments, (2) tax payments mac
prior to the filing of the return, and (3) any tax payment made with the return.

Therefore, if araudit results in additional tax which was required to be shown as due on the return by
the due date (taking into consideration any extension of time to file a return), so that less than 90 percer
of the tax was paid, the additional tax is subject to penalty for failure to pay, unless the failure was due t
reasonable cause. All payments shall be first applied to the penalty and then to the interest, and th
balance, if any, to the amounts of tax then due in the order specified.

In addition to the penalty computed above, there shall be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department shall bear interest as pr
vided by law from the date of payment of the refund, considering each fraction of a month as an entire
month. See rule 701—10.2(421) for the statutory interest rate commencing on or after January 1, 1982

For examples on application of penalties, refer to subrule 10.41(2).

10.66(3) Computation for tax due on or after January 1, 1985, but before January 1, 2&7.

Code section 422.25 provides for a penalty of 5 percent for the failure to pay at least 90 percent of the
tax shown due on or before the due date or for the failure to pay at least 90 percent of the tax required t
be shown due on the return by the due date. The penalty is computed on the amount of tax remainin
unpaidthat is required to be shown as due on the return as distinguished from the amount of tax showr
to be due on the return.

In considering if penalty should be assessed for failure to pay, it must be determined whether tax
payments and credits equal or exceed 90 percent of the tax required to be shown on the return. Te
required to be shown on the return is defined as those taxes required to be computed under lowa Coc
chapterd22, division V (franchise tax and minimum tax). Tax payments or credits to be applied against
the tax required to be shown on the return are (1) lowa estimate tax payments, (2) tax payments mac
prior to the filing of the return, and (3) any tax payment made with the return.

Therefore, if araudit results in additional tax which was required to be shown as due on the return by
the due date (taking into consideration any extension of time to file a return), so that less than 90 percer
of the tax was paid, the additional tax is subject to penalty for failure to pay. All payments shall be first
applied to the penalty and then to the interest, and the balance, if tu@yatoounts of tax then due to
the order specified.

The penalty for failure to pay at least 90 percent of the tax required to be shown due is not subject t
waiver.

In addition to the penalty computed above, there shall be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department shall bear interest as pr
vided by law from the date of payment of the refund, considering each fraction of a month as an entire
month. See rule 701—10.2(421) for the statutory interest rate commencing on or after January 1, 1982

For examples on application of penalties, refer to subrule 10.41(4).
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10.66(4) Computation for tax due on or after January 1, 1987, but for tax periods ebefioge
January 1,1991. lowa Code section 422.25 provides for a penalty of 7.5 percent for the failure to pay at
least 9(percent of the tax shown due on or before the due date or for the failure to pay at least 90 percent
of the tax required to be shown due on the return by the due date. The penalty is computed on the
amount oftax remaining unpaid that is required to be shown as due on the return as distinguished from
the amount of tax shown to be due on the return.

In considering if penalty should be assessed for failure to pay, it must be determined whether tax
payments and credits equal or exceed 90 percent of the tax required to be shown on the return. Tax
required to be shown on the return is defined as those taxes required to be computed under lowa Code
chapterd22, division V (franchise tax and minimum tax). Tax payments or credits to be applied against
the tax required to be shown on the return are (1) lowa estimate tax payments, (2) tax payments made
prior to the filing of the return, and (3) any tax payment made with the return.

Therefore, if araudit results in additional tax which was required to be shown as due on the return by
the due date so that less than 90 percent of the tax was paid, the additional tax is subject to penalty for
failure to pay.All payments must be first applied to the penalty and then to the interest, and the balance,
if any, to the amounts of tax then due.

The penalty for failure to pay at least 90 percent of the tax required to be shown due is not subject to
waiver.

In addition to the penalty computed above, there will be added interest as provided by law from the
original due date of the return. Interest on refunds of any portion of the tax imposed by statute which
has been erroneously refunded and which is recoverable by the department will bear interest as pro-
vided by law from the date of payment of the refund, considering each fraction of a month as an entire
month. See rule 701—10.2(421) for the statutory interest rate commencing on or after January 1, 1982.

For examples on application of penalties, refer to subrule 10.41(6).

See rule 701—10.5(421) for statutory exceptions to penalty for taxes due and payable on or after
January 11987, but for tax periods ending before January 1, 1991. See rule 701—10.8(421) for statu-
tory exceptions to penalty for tax periods beginning on or after January 1, 1991.

10.66(5) Request for waiver of penaltyhis subrule is only applicable to tax that is due on or be-
fore December 31, 1984. Any taxpayer who believes he has good reason to object to any penalty im-
posed by thelepartment for failure to timely file a return may submit a request for waiver seeking that
the penalty be waived. If it can be shown to the director’s satisfaction that the failure was due to reason-
ablecause and not due to willful neglect, the penalty will be adjusted accordingly. The request must be
in the form of an didavit and must contain all facts alleged as reasonable cause for the taxpayer’s fail-
ure to file a return as required by law.

There must be two showings. The first is that the failure to act was not due to willful neglect, and
secondlythe failure was due to reasonable cause. A showing that the failure to act was not due to “will-
ful neglect” does not presume that the failure was due to “reasonable cause.”

Any taxpayer who believes he has good reason to object to any penalty imposed by the department
for failure to timely pay may submit a request for waiver seeking that the penalty be waived. If it can be
shown to the director’s satisfaction that the failure was due to reasonable cause, the penalty will be
adjusted accordinglyThe request must be in the form of an affidavit and must contain all facts alleged
as reasonable cause for the taxpayer’s failure to pay the tax as required by law.
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The following are examples of situations that may be accepted by the director as being reasonabls
cause:

a. Wherethe return or payment was filed on time, but filed erroneously with the Internal Revenue
Service or another state agency.

b. A showing that the completed return was mailed in time to reach the department in normal
course ofmails, within the legal period. If the delinquency date is a Saturday, Sunday, or legal holiday,
the following business day is within the legal period.

c. Where the delay was caused by death or serious illness of the officer responsible for filing.

d. Where the delay was caused by prolonged unavoidable absence of the officer responsible fol
filing.

e. Wherethe delinquency was caused by the destruction by fire or other casualty of the taxpayer’s
place of business or business records.

f. A showing that the delay or failure was due to erroneous information given the taxpayer by an
employee of the department.

g. A waiver of penalty will generally apply where a taxpayer has timely filed a return under the
provisions of Internal Revenue regulation 1.1502-76(c).

h. If the taxpayer exercised ordinary business care and prudence and was nevertheless unable
file the return within the prescribed time, then the delay is due to reasonable cause. A failure to pay will
be considered to be due to reasonable cause to the extent that the taxpayer has made a satisfact
showing that ordinary business care and prudence were exercised in providing for payment of the ta
liability and was nevertheless either unable to pay the tax or would suffer an undue hardship if the tax:
payer paid on the due date. What constitutes ordinary business care and prudence must be determin
by the particular facts of a particular cagdemstrong’s Inc. v. lowa Department of Rever2)

N.W.2d 623 (lowa 1982).
This rule is intended to implement lowa Code sections 422.25 and 422.66.

701—10.670 10.70 Reserved.

MOTOR FUEL
[Prior to 1/23/91, see 701—63.8(324) and 63.10(324)]

701—10.71(421) Penalty and enforcement provisions.

10.71(1) lllegal use of dyed fuelThe illegal use of dyed fuel in the supply tank of a motor vehicle
shall result in a civil penalty assessed against the owner or operator of the motor vehicle as follows:

a. A $200 fine for the first violation.

b. A $500 fine for a second violation within three years of the first violation.

c. A $1,000 fine for third and subsequent violations within three years of the first violation.

10.71(2) lllegal importation of untaxed fuelA person who illegally imports motor fuel or undyed
special fuel without a valid importer’s license or supplier’s license shall be assessed a civil penalty as
stated below. However, the owner or operator of the importing vehicle shall not be guilty of violating
the illegal import provision if it is shown by the owner or operator that the owner or operator reasonably
did not know or reasonably should not have known of the illegal importation.

a. For afirst violation, the importing vehicle shall be detained and a fine of $2,000 shall be paid
beforethe vehicle will be released. The owner or operator of the importing vehicle or the owner of the
fuel may be held liable for payment of the fine.

b. For a second violation, the importing vehicle shall be detained and a fine of $5,000 shall be
paidbefore the vehicle will be released. The owner or operator of the importing vehicle or the owner of
the fuel may be held liable to pay the fine.
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c. For third and subsequent violations, the importing vehicle and the fuel shall be seized and a
fine of $10,000 shall be paid before the vehicle will be released. The owner or operator of the importing
vehicle or the owner of the fuel may be held liable to pay the fine.

d. If the owner or operator of the importing vehicle or the owner of the fuel fails to pay the tax and
fine for a first or second offense, the importing vehicle and the fuel may be seized. The lowa depart-
ment ofrevenue and finance, the lowa department of transportation, or any fesseaithe request
of either department, may seize the vehicle and the fuel.

e. If the operator or owner of the importing vehicle or the owner of the fuel moves the vehicle or
the fuel after the vehicle has been detained and a sticker has been placed on the vehicle stating that “this
vehicle cannot be moved until the tax, penalty, and interest have been paid to the department of revenue
and finance,” an additional penalty of $5,000 shall be assessed against the operator or owner of the
importing vehicle or the owner of the fuel.

10.71(3) Improper receipt of fuel credit or refundf a person files an incorrect refund claim, in
addition to the amount of the excess claim, a penalty of 10 percent shall be added to the amount by
which the amount claimed and refunded exceeds the amount actually due and shall be paid to the de-
partment. If a person knowingly files a fraudulent refund claim with the intent to evade the tax, the
penalty shall be 75 percent in lieu of the 10 percent. The person shall also pay interest on the excess
refunded at the rate peronth specified in lowa Code section 421.7, counting each fraction of a month
as an entire month, computed from the date the refund was issued to the date the excess refund is repaid
to the state.

10.71(4) lllegal heating of fuel.The deliberate heating of taxable motor fuel or special fuel by
dealers prior to consumer sale is a simple misdemeanor.

10.71(5) Prevention of inspectionThe lowa department of revenue and finance or the lowa de-
partment ofransportation may conduct inspections for coloration, markers, and shipping papers at any
placewhere taxable fuel is or may be loaded into transport vehicles, produced, or stored. Any attempts
by a person to prevent, stop, or delay an inspection of fuel or shipping papers by authorized personnel
shall besubject to a civil penalty of not more than $1,000 per occurrence. Any law enforceficent of
requested by the lowa department of revenue and finance or lowa department of transportation may
physically inspect, examine, or otherwise search any tank, fuel supply tank of a vehicle, reservoir, or
othercontainer that can or may be used for the production, storage, or transportation of any type of fuel.

10.71(6) Failure toconspicuously label a fuel pump retailer who does not conspicuously label a
pump orother delivery facility as required by the Internal Revenue Service, that dispenses dyed diesel
fuel so as to notify customers that it contains dyed fuel, shall pay to the department of revenue and
finance a penalty of $100 per occurrence.

10.71(7) False or fraudulenteturn. Any person, including an officer of a corporation or a manager
of a limited liability company, who is required to make, render, sign, or verify any report or return re-
quired by this chapter and who makes a false or fraudulent report, or who fails to file a report or return
with the intent to evade the tax, shall be guilty of a fraudulent practice. Any person who aids, abets, or
assistanother person in making any false or fraudulent return or false statement in any return with the
intent to evade payment of tax shall be guilty of a fraudulent practice.

This rule is intended to implement 1995 lowa Acts, chapter 155, section 36.
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701—10.72(452A) InterestInterest at the rate of three-fourths of one percent per month, based on
the tax due, shall be assessed against the taxpayer for each month such tax remains unpaid prior to J:
uary 1, 1982. The interest shall accrue from the date the return was required to be filed. Interest sha
not apply to penalty. Each fraction of a month shall be considered a full month for the computation of
interest. See rule 701—10.2(421) for the statutory interest rate commencing on or after January 1
1982.

Refunds omeports or returns filed on or after July 1, 1986, but before July 1, 1997, will accrue inter-
est beginning on the first day of the third calendar month following the date of payment or the date the
returnwas filed or due to be filed, whichever is later, at the ratdeotainder lowa Code section 421.7,
counting each fraction of a month as an entire month. Refunds on reports or returns filed on or aftel
July 1,1997, will accrue interest beginning on the first day of the second calendar month following the
date ofpayment or the date the return was filed or due to be filed, whichever is later. Claims for refund
filed under lowa Code sections 452A.17 and 452A.21 will accrue interest beginning with the first day
of the second calendar month following the date the refund claim is received by the department. Se
rule 10.3(422,450,452A).

This rule is intended to implement lowa Code section 452A.65 as amended by 1997 lowa Acts,
House File 266.

701—10.73t0 10.75 Reserved.

CIGARETTES AND TOBACCO
[Prior to 1/23/91, see 701—81.8(98), 81.9(98), and 81.15(98)]

701—10.76(453A) Penalties.

10.76(1) Cigarettes The following is a list of offenses which subject the violator to a penalty:

1. The failure of a permit holder to maintain proper records;

2. The sale of taxable cigarettes without a permit;

3. Thefiling of a late, false or incomplete report with the intent to evade tax by a cigarette distrib-
utor, distributing agent or wholesaler;

4. Acting as a distributing agent without a valid permit; and

5. Aviolation of any provision of lowa Code chapter 453A or these rules.

Penalties for these offenses are as follows:

¢ A $200 penalty for the first violation.

¢ A $500 penalty for a second violation within two years of the first violation.

¢ A $1,000 penalty for a third or subsequent violation within two years of the first violation.

Penalties for possession of unstamped cigarettes are as follows:

¢ A $200 penalty for the first violation if a person is in possession of more than 40 but not more
than 400 unstamped cigarettes.

¢ A $500 penalty for the first violation if a person is in possession of more than 400 but not more
than 2,000 unstamped cigarettes.

¢ A $1,000 penalty for the first violation if a person is in possession of more than 2,000 unstamped
cigarettes.

¢ For a second violation within two years of the first violation, the penalty is $400 if a person is in
possession ahore than 40 but not more than 400 unstamped cigarettes; $1,000 if a person is in posses
sion of more than 400 but not more than 2,000 unstamped cigarettes; and $2,000 if a person is in po:
session of more than 2,000 unstamped cigarettes.

¢ For a third or subsequent violation within two years of the first violation, the penalty is $600 if a
person is irpossession of more than 40 but not more than 400 unstamped cigarettes; $1,500 if a persol
is in possession of more than 400 but not more than 2,000 unstamped cigarettes; and $3,000 if a pers:
is in possession of more than 2,000 unstamped cigarettes.



Ch 10, p.56 Revenue and Finance[701] IAC 12/29/99

a. Rescinded IAB 1/23/91.

b. For tax due on oafter January 1, 1985If, upon audit, it is determined that any person has
failed topay at least 90 percent of the tax imposed by lowa Code chapter 453A, division |, which failure
was not the result of a violation enumerated above, a penalty of 5 percent of the tax deficiency shall be
imposed. This penalty is not subject to waiver for reasonable cause.

c. Fortax due on or after January 1, 1987, upon audit, it is determined that any person has
failed topay at least 90 percent of the tax imposed by lowa Code chapter 453A, division |, which failure
was not the result of a violation enumerated above, a penalty of 7.5 percent of the tax deficiency is
imposed. This penalty is not subject to waiver.

See rule 701—10.5(421) for statutory exceptions to penalty for taxes due and payable on or after
January 11987. See rule 701—10.8(421) for statutory exceptions to penalty for tax periods beginning
on or after January 1, 1991.

10.76(2) Tobacco.

a. Rescinded IAB 1/23/91.

b. For tax due on or after January 1, 1985, but before January 1, 1987.

(1) Deficient return—paymentf a return is filed and it is determined to be deficient as to report-
ing tax due or remitting the tax due, the department shall issue a proposed assessment or billing includ-
ing a proposed penalty. If the taxpayer pays the proposed assessment or appeals the decision, as per
rule 701—81.11(453A) within 28ays, the penalty shall not accrue. A final assessment is issued at the
termination of the appeals process or if the taxpayer does not appeal and does not pay the proposed
assessment within 20 days. The penalty attaches and becomes effective upon issuance of the final as-
sessmentThe penalty upon final assessment is 5 percent of the unpaid tax if less than 90 percent of the
tax has been paid by the due date. If the deficiency was the result of a false or fraudulent return made
with the intent to evade the tax, the penalty shall be 50 percent of the tax required to be shown due.

(2) Failure to file a return.If any person fails to file a tax return required by lowa Code chapter
453A, division Il, or these rules, the director shall make written demand upon said person to file the
return. Ifthe return is not filed within 20 days, the director shall assess the tax due based upon an esti-
matedreturn and included therein shall be a penalty of 50 percent of the unpaid tax. If the return is filed
within the 20-day period, the penalty does not accrue.

The penalty imposed under subrule 10.76(2), paragkaphs not subject to waiver for reasonable
cause.

c. Fortax due on or after January 1, 1987it is determined that any person has failed to pay at
least 90 percent of the tax imposed by lowa Code chapter 453A, division Il, which faisiret the
result of arintent to evade the tax, a penalty of 7.5 percent of the tax deficiency is imposed. This penal-
ty is not subject to waiver.

See rule 701—10.5(421) for statutory exceptions to penalty for tax due and payable on or after Janu-
ary 1, 1987. See rule 701—10.8(421) for statutory exceptions to penalty for tax periods beginning on
or after January 1, 1991.

Thisrule is intended to implement lowa Code sections 453A.28, 453A.31 and 453A.46 as amended
by 1999 lowa Acts, chapter 151.
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701—10.77(453A) Interest.

10.77(1) For tax due on or after January 1, 1985, but before January 1, 1991.

a. Cigarettes. There shall be assessed interest at the rate established by rule 701—10.2(421)
from the due date of the tax to the date of payment counting each fraction of a month as an entire montt
For the purpose of computing the due date of any unpaid tax, a FIFO inventory method shall be used fo
cigarettes and stamps. See subrule 10.41(4) for examples of penalty and interest.

b. Tobacco. The interest rate on delinquent tobacco tax is the rate established by rule
701—10.2(421younting each fraction of a month as an entire month. If an assessment for taxes due is
not allocated to any given month, the interest shall accrue from the date of assessment. See subru
10.41(4) for examples of penalty and interest.

10.77(2) Reserved.

This rule is intended to implement lowa Code sections 453A.28 and 453A.46.

701—10.78(453A) \iver of penalty or interest. For tax due on or after January 1, 1985, but for tax
periods ending before January 1, 1991.

10.78(1) Cigarettes.The director has the power to waive or reduce the penalty imposed by lowa
Code section 453A.31 if a violation of that statute is due to reasonable cause. See rule 10.79(453A)
The penalty imposed by lowa Code section 453A.28 is not subject to waiver for reasonable cause.



